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Editor’s Notes

Internationalizing
the Accounting Curriculum

The rapid growth of multinational
corporations has affected the entire
field of accounting and hence the ac
counting curriculum in our universities.
A challenge facing accounting faculty
in the business schools of the 1980s
is how to go about internationalizing
the accounting curriculum.
Both the American Assembly of Col
legiate Schools of Business (AACSB)
and the American Accounting Associa
tion have called for revisions in the ac
counting curriculum to deal with this
change.
The AACSB requires, in their ac
creditation standards, that the cur
riculum of business schools reflect
international, as well as domestic,
aspects of business. They further
issued an interpretation stating that no
single approach is required to satisfy
the international dimension of the cur
riculum standard.
The American Accounting Associa
tion (AAA), on the other hand, urges
the internationalization of the entire ac
counting curriculum. The AAA
established a Committee on Interna
tional Accounting to study and identify
the different methods of operation
used by domestic companies in their
operations abroad and by foreign
based companies operating in the U.S.
The Committee issued a report
which concluded “that Multinational
Enterprises (MEs) exist in political,
cultural, legal, business and economic
environments which are quite different
in each country. Most companies have
had little experience operating in more
than one of these environments until
the last decade. The report also con
cluded that differences between en
vironments do complicate and place
constraints on the operations of MEs,
but ample opportunities exist which
provide major incentives for MEs to
operate in many countries.”
The report recommends a “much
more extensive education for accoun
tants in all areas of international opera
tion.” The committee made the follow
ing recommendations:
• The entire accounting curriculum
should be internationalized.
2/The Woman CPA, April, 1985

• Develop courses on specialized
aspects of international accounting.
• Direct the teaching approach to
topics that expand across national
boundaries (e.g., inflation).
• Ensure an understanding of the in
ternational variables and the world
monetary system.

Universities are adopting various ap
proaches to satisfy the international re
quirements for their college of
business. Current trend in the last two
years is the addition of an “Interna
tional Accounting” course on the
graduate level. This is a very feasible
approach since the publication of
several international accounting
textbooks, particularly the 1984 Choi/
Mueller book which contains chapters
on foreign currency translation, infla
tion, financial reporting and disclosure,
analyzing foreign financial statements,
auditing, managerial accounting, and
transfer pricing and international
taxation.
Another text published in 1984 that
is worth mentioning is International Ac
counting by H. Peter Holzer (Harper &
Row) which contains chapters on
some specialized areas, such as:
financial accounting and reporting for
international business operations, U.S.
taxation of foreign source income,
aspects of international corporate tax
ation, managerial accounting, prob
lems of MEs, and auditing standards.
The remaining chapters cover ac
counting reporting and standards of
various countries: United Kingdom,
France, Germany, Japan, Socialist
countries, Third World countries, etc.
This text introduces international ac
counting from a comparative view
point; whereas, the Choi/Mueller book
is oriented toward a theoretical ap
proach to the subject.
A much more difficult approach is to
integrate the international dimension
into the accounting courses already of
fered (AAA recommendation). The In
ternational Division of the AAA has
identified by topic those areas within
each accounting course which may be
internationalized. Offered as a limited,

and by no means inclusive example,
are:
Managerial Accounting:
International Cash Management
Financial Planning (Capital
Budgets)
Management Information Systems
of MEs
Performance Evaluation of
Foreign Subsidiaries
Transfer Pricing
Auditing:
The Attest Function — General
Auditor’s Reporting Standards
Relations with Foreign Subsidiary
Auditors
Internal Auditing in an
International Environment

A comprehensive list of topics and sug
gested teaching materials for the
undergraduate accounting curriculum
is available from the International Divi
sion of the AAA. Covering international
accounting in this manner is more dif
ficult because of the time constraints
involved, the exposure of the individual
faculty member to international
aspects of accounting, and the discre
tion and judgment of each faculty
member as to what to include or ex
clude by way of international material
into a traditional course.
A partner in one of the Big Eight ac
counting firms stated that accounting
students can best be prepared for a
good foundation in international ac
counting by giving them the best possi
ble education in understanding U.S.
generally accepted accounting prin
ciples. He further explained that U.S.
accounting principles are well
developed and far ahead of those of
most other countries. The most difficult
problem facing U.S. firms with foreign
branches, divisions, or subsidiaries is
the restatement of these foreign finan
cial statements to conform with U.S.
GAAP. Differences in GAAP do exist
and they must be reconciled before
translation and consolidation can take
place.
This challenge and opportunity has
been thrust upon the academic en
vironment because of the rapid growth
of multinational corporations and their
impact on the entire accounting field.
I am equally certain that accounting
educators in the collegiate schools of
business are meeting this challenge
through one of the avenues men
tioned.

Hazy futures.
We have a better plan.
When left to chance, the future
can be hazy. In order to serve
your clients effectively, it is es
sential that you have a clear idea
of how to help them plan for
the future. If you are not able to
provide them with specific ad
vice for developing a financial
plan, you should consider the
field of personal financial
planning.
Through education and ex
perience, the Certified Financial
Planner (CFP)*develops the abil
ity to carefully analyze a client’s
total financial picture, consider
goals and needs, and then help
devise a plan to attain those
goals.
The College for Financial
Planning’s Professional Educa
tion Program will prepare you to

provide comprehensive plan
ning for your clients’ futures and
help make your own future
clearer as well. Available through
self-study or formal classes, the
CFP Program offers the necessary
information on the essential
areas to consider when preparing
a plan: insurance, investments,
taxes, retirement, and estate
planning.
Don’t be satisfied with a hazy
outlook for your clients’ financial
plans. Our Program will help you
bring their future into focus.
Contact the College today for
more information on how you
can become a Certified Financial
Planner.
*CFP® Certified Financial Planner™ and
College for Financial Planning® are service
marks of the College for Financial Planning

। Please send me more infor। mation on the College for
Financial Planning and the
CFP designation.
Name------ ------ _------------------------

Company_____________________
Address_______________________

City _____ _—____ ____

____

State_______ Zip_______________

College for
Financial Planning
9725 East Hampden Avenue
Denver, Colorado 80231
(303) 755-7101
WCPA 4-85

Letters to the Editor

Carsberg’s 1994
It was very interesting to read
“Bryan Carsberg’s 1994’’ in the Oc
tober issue of the magazine “The
Woman CPA. ’’
As a former colleague of mine at the
Financial Accounting Standards
Board, Professor Carsberg will not be
surprised to learn that I do not agree
totally with his view of what may hap
pen to our profession in the next
decade.
A letter such as this is not the pro
per medium in which to debate each
of the “predictions’’ attributed to Mr.
Carsberg. You certainly must be aware
that each of the views he sees in his
crystal ball is a view of a controversial
topic which the profession in general
and the FASB in particular have
debated for many years and the
resolution of them does not seem at all
imminent.
What interests me most is Mr.
Carsberg’s continuing belief that “cur
rent cost financial statements” are
preferable to “full cost” statements.
He believes, or so I infer from the Oc
tober article, that current costs are
more relevant than historic costs. This
view, of course, is shared by many
academicians. To the contrary most
financial statement preparers dislike
the notion that they may have to
estimate most of the amounts in their
financial statements.
In a yet unpublished book entitled
“Bottom Line’’ I commented on the
need to retain objectivity in financial
statements as follows:
“...Whenever something other than
historical costs are used in financial
reporting, objectivity of reporting must
give way to some degree of subjectivity
and it follows that as subjectivity is in
creased more opportunity for
manipulation arises.
“Lest the author be misunderstood,
this book is not an attempt to advocate
complete freedom for preparers to
choose accounting principles. Such a
form of anarchism is completely op
posite to the result which should occur.
4/The Woman CPA, April, 1985

Many commentators believe that the
laissez faire approach to financial
reporting which existed in the 1920’s
was a significant factor which con
tributed to the stock market crash of
1929 and the depression which fol
lowed. Whether the allegation about
accounting’s part in causing these
events is true, neither government nor
the accounting profession should take
the risk that accounting is incapable of
such results. Financial accounting and
reporting for entities which are under
written by the public as a result of
representations which include ac
counting information needs to be con
fined narrowly. Rather than to allow
financial reports to be artistic represen
tations of the preparers view of the en
tity and its position in its environment,
those who are designated to regulate
such matters should insist on the
highest possible degree of objectivity
as the goal of primary general purpose
financial statements. Special purpose
statements for special groups of users
can be whatever preparers and users
agree they should be.
“No one has ever claimed that
financial accounting is a science. In
every generation there are advocates
of “making accounting more scien
tific” which is a desirable objective.
Unfortunately there is wide disagree
ment as to how to move in the direc
tion of being more scientific. Those
who favor “current value” accounting
or “fair value” accounting argue that
those approaches bring accounting
closer to the science (?) of economics.
Detractors of historical value accoun
ting argue that until accounting for
depreciation is changed, it cannot
qualify as scientific.
“If accounting is to be highly objec
tive and minimally subjective, it must
perpetually strive to improve; i.e. to
become more scientific. This, it seems,
is an appropriate role for the FASB to
assume.”

Robert A. Morgan
Member, Financial Accounting
Standards Board, Retired

I must congratulate you for a most ac
curate report. Only in one respect did
you go materially wrong. I predicted
that FASB would drop the constant
dollar requirements in Statement 33
and not the whole Standard. I ex
pected that the current cost re
quirements would be continued with lit
tle change.
Bryan Carsberg
Director of Research
The Institute of Chartered Accountants
in England and Wales

The editor deeply regrets making the
above error. The FASB has issued
SFAS No. 82 which eliminated the
historical cost/constant dollar re
quirements of its 1979 standard for
companies reporting current cost infor
mation. The FASB’s recent exposure
draft would continue the current cost
disclosures.

Current Problems in
Governmental Revenue and
Expenditure Recognition
I recently read the article on “Cur
rent Problems in Governmental
Revenue and Expenditure Recogni
tion” in the January 1985 issue of The
Woman CPA. I am happy to see that
your publication demonstrates an in
terest in Governmental Accounting.
This article, written by K.K. Raman and
R. Michael Moore, is a good summary
article of some of the problems in
governmental accounting. I would like
to update your readers concerning
what has occurred in governmental ac
counting since the time that article was
written.
In June 1984, the NCGA (National
Council on Governmental Accounting)
was officially dissolved and was replac
ed by the Governmental Accounting
Standards Board (GASB). The GASB
is a five-member board supported by
a full-time staff located in Stamford,
Connecticut. The GASB is a sister
organization to the Financial Accoun
ting Standards Board (FASB). It is the
mission of the GASB to issue accoun
ting and financial reporting standards

for state and local governmental
entities.
The Measurement Focus/Basis of
Accounting project for governmental
funds is on the GASB’s agenda. This
project will consider the revenue and
expenditure recognition problems that
currently exist in governmental fund
accounting. In February 1985, the
GASB issued a Discussion Memoran
dum on this subject and readers are
requested to respond to a number of
questions dealing with the issues. The
GASB expects to issue a new standard
on the subject in mid-1986.
The subject article in your January
1985 issue also stated that the NCGA
“most recent statement” was State
ment No. 6 on Pension Accounting
and Financial Reporting. That state
ment was issued in June 1983 and
subsequently its effective date was ex
tended indefinitely by NCGA Inter
pretation No. 8 issued in November
1983. The GASB has placed pension
accounting on its agenda and expects
to issue a standard on pension
disclosures later this year.

• GASB Interpretation No. 1, “De
mand Bonds Issued by State and
Local Governmental Entities,”
December 1984.
I hope this brief update will help your
readers increase their knowledge of
governmental accounting and the
Governmental Accounting Standards
Board. I encourage you to continue to
feature articles on governmental ac
counting and the progress being made
at the GASB in future issues of The
Woman CPA.
Daniel L. Kovlak
Project Manager
Governmental Accounting Standards
Board

The Governmental Accounting Stan
dards Board offers two subscription
plans. The basic subscription plan in
cludes statements, interpretations,
technical bulletins and a quarterly
newsletter. One year, $45.00; two
years, $85.00. The comprehensive
subscription plan includes the above
plus exposure drafts, discussion
memorandum and invitations to com
ment. Cost for one year is $70.00; two
Other pronouncements issued years, $130.00. Orders may be placed
subsequent to NCGA Statement No. 6 with the GASB, High Ridge Park, P.O.
are:
Box 3821, Stamford, Connecticut
• NCGA Interpretation No. 7 — “Clari 06905-0821.
fication as to the Application of
Criteria in NCGA Statement 3 —
Defining the Governmental Repor
ting Entity,” September 1983;
• NCGA Interpretation No. 8 —
“Certain
Pension
Matters,’’
$1 Million
November 1983;
• NCGA Statement No. 7 — “Financial
Term Life Insurance
Reporting for Component Units
within the Governmental Reporting
$615 a year*
Entity,” January 1984;
• NCGA Interpretation No. 9 — “Cer
Age 40 female
tain Fund Classification in Balance
Sheet Accounts,” March 1984;
• NCGA Interpretation No. 10 —
“State and Local Government
For additional quotes call:
Budgetary Reporting,” March 1984;
We believe our rates
• NCGA Interpretation No. 11 —
are unbeatable.
“Claim and Judgment Transactions
of Governmental Funds,” March
(714) 788-4650
1984;
• GASB
Statement
No.
1,
WILLIAMS & CO.
“Authoritative Status of NCGA Pro
nouncements and AICPA Industry
6529 Riverside Avenue, #135
Audit Guide,” July 1984;
Riverside, CA 92506
• GASB Technical Bulletin No. 84-1,
“Purpose and Scope of GASB
*Rates increase annually.
Technical Bulletins and Procedures
*Non-Smoker rate.
for Issuance,” October, 1984; and

The Educational Foundation
of AWSCPA-ASWA
will present an all-day
management seminar at

ASWA SPRING CONFERENCE
Hartford, Connecticut
June 5, 1985

“Understanding
Behavioral Styles”
by Leo F. McManus

Mr. McManus is a noted organiza
tion consultant who will discuss
• behavioral characteristics and
how they impact on in
terpersonal relationships
• understanding individual
differences

• exploring ways in which
managers can adjust their
style to improve
relationships
• team building and how it
can blend individual
strengths and weaknesses
• the influence of manage
ment styles on
performance.

Plan now to attend
this outstanding
presentation.
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Self-Regulation vs.
Public Regulation
Profession Under Attack

By Carole Burgess and Larry N. Killough

Over the last several years the ac
counting profession has come under
attack from public interest groups, con
gressional committees, the press, and
business writers. However, accounting
is just one of several professions be
ing beseiged by the advocates of
public responsibility. To better under
stand accounting’s problems, it is im
portant to take a broad look at the
nature of American professions in the
late 20th century.
A profession is an institution and
possibly a monopoly; it must have a
definite purpose and require special
training. In order to comply with socie
ty’s requirements for a profession,
educational standards are established,
competency examinations are ad
ministered, and various codes govern
ing behavior are required. However,
below the surface, the professions suc
cessfully create a guild calling for
restraint of competition in the name of
better service to the public. The public
often views this as a move toward
elitism. Thus, the profession’s
members are set apart from the
general public and a monopoly is
created.1

Because a profession’s functions
center on public service, its members
are necessarily at the mercy of the
6/The Woman CPA, April, 1985

public’s will. Society allows the profes
sion a limited set of privileges expec
ting the members to perform these
functions efficiently and effectively.
However, expecting a profession com
posed of individuals to act in a uniform
ly expert manner is unrealistic. There
will, inevitably, be superior perfor
mance by some members of a profes
sion, failures by others, and much
performance which falls into the me
dian between these two. Failure to
meet a changing society’s standards
leads to public displeasure and
sometimes distrust endangering the
profession’s privileges.2
The current public assault on the ac
counting profession is an outgrowth of
the Watergate investigations, cor
porate failures, frauds, and briberies
encountered in the early 1970s. These
events brought the attention of the
public and government to the business
community in general, and specifical
ly to the accounting profession. As a
result, Congress conducted several
investigations into the Securities Ex
change Commission’s (SEC) manage
ment of matters involving corporate
accountability, accounting, and
auditing.
The first Congressional report came
from Congressman John E. Moss’s
subcommittee in October 1976. They

concluded that the SEC should not
continue to rely on self-regulation in
the accounting profession because of
the Financial Accounting Standards
Board’s (FASB) tarnished image.
Similarly, the staff report prepared by
the late Senator Lee Metcalf for sub
committee hearings on the accounting
profession was critical of the SEC’s
oversight; it proposed that more
legislation was needed to regulate
accountants.
While Metcalf and other critics of the
accounting profession and the FASB
discussed federal standards for ac
counting and auditing, the American
Institute of CPA’s (AICPA) Commis
sion on Auditors Responsibilities (The
Cohen Commission) concluded that
the present combination of private and
government regulation effectively
maintained audit quality. However, the
Cohen Commission documented that
there was substantial room for im
provement in the area of self
regulation. As a result of the SEC’s
continued support of self-regulation,
the Metcalf subcommittee’s recom
mendations issued in November 1977
emphasized self-regulation for the ac
counting profession with SEC
oversight.

Structure For Self-Regulation
Following the 1977 Senate Subcom
mittee hearings, the accounting pro
fession was faced with either the pros
pect of revising its present regulatory
processes or submitting to public
regulation. The profession chose the
former option and formulated a selfregulatory plan through the AICPA.
The principal elements of the plan
were a SEC Practice Section
monitored by non-CPAs and peer
review.
The SEC Practice Section (SECPS)
is one of two sections created in 1977
when the AICPA established a Division
for CPA Firms. Membership in the
SECPS dictates that a firm follow rigid
quality control standards and meet
numerous requirements, including
peer review. An Executive committee
oversees the Section’s activities; it can
impose sanctions such as additional
continuing education requirements,
special peer reviews, censures, fines,
and expulsion from membership. The
Public Oversight Board (POB), in turn,
oversees the Executive Committee of
the SECPS.

Another element of the SECPS is a
special investigations committee (SIC).
The SIC examines evidence of al
leged audit failures and makes recom
mendations concerning further
investigation and sanctions to the Ex
ecutive Committee.
Members of both the SECPS and
the Private Companies Practice Sec
tion (PCPS) are required to undergo a
peer review every three years. The
purpose of peer review is to evaluate
a firm’s quality control system and
determine if there is reasonable
assurance that the firm is meeting pro
fessional standards. Accordingly, the
peer review process is the foundation
of self-regulation.
Before the peer review can begin,
the firm being reviewed prepares a
quality control document which
describes their quality control system
and checks for compliance with
prescribed measures by examining
working paper files and reports. Com
pliance with membership requirements
of the division for firms is also exam
ined during the review. At the conclu
sion of the review, a written report is
presented at a meeting called an exit
conference. Both the SECPS peer
review committee and the POB are
notified of upcoming exit conferences
involving members of the SECPS.

For self-regulation to be
effective, more than the self
interest of those regulated
must be considered.

Several rules have been estab
lished to govern the composition and
qualifications of those conducting
reviews. Review teams may be pro
vided by the AICPA, an association or
a state CPA society or one firm may
engage another. However, reciprocal
reviews are not allowed; the two firms
must be independent of each other.
Members of the review team must be
CPAs and be highly knowledgeable in
the reviewed firm’s specialty areas. In
addition to the work of the SECPS peer
review committee, the POB monitors
the peer review process.

The POB was forced to oversee the
activities of the SECPS. The composi
tion of the POB reflects the profes
sion’s desire to represent the users of
financial statements and to improve
public service. Of its five members,
four must be nonaccountants.
Because of the profession’s desire to
maintain a self-regulation program, the
POB has line authority. Its real power
results from the right to attend the
meetings and activities of every sec
tion committee and the duty to report
to the SEC and the public on the ade
quacy of the profession’s selfregulatory program.3 Specific POB
duties include consulting with SECPS
executive committee on current
issues, overseeing the peer reviews of
member firms, attending exit con
ferences, examining the investigative
efforts resulting from the SIC, and con
sulting with the SEC.
The AICPA’s formation of an SEC
practice section, a peer review pro
cess, and a POB has illustrated the
profession’s commitment to oversight
and quality control. However, the over
sight and peer review process require
that disciplinary bodies penalize those
who perform substandard work. The
failure of the oversight and peer review
process to adequately discipline the
profession is just one of the selfregulatory problems that remains to be
solved.4

Self-Regulation Problems
and Considerations
In order for self-regulation to be ef
fective, more than the self-interest of
those regulated must be considered.
A problem facing self-regulation is that
of overcoming the reservations of both
members of the profession and the
public. A few members of a profession
naturally resist all forms of regulation
while some citizens see private regula
tion as a collusion of members aiming
to deceive those who are supposed to
be served.5
Other matters which must be con
sidered are the misconceptions on the
part of the public and members of the
profession concerning self-regulation
and public regulation. Some in
dividuals expect to see a great deal of
activity, indicating that self-regulation
is functioning properly. However, the
activity level in a self-regulatory pro
cess is a less useful measure of con
trol than in public regulation. As
mentioned earlier, some members of

Public regulation emphasizes
punishment; self-regulation
stresses remedies and
avoidance.

the regulated profession will not
perceive a change from their
unregulated state and will be un
cooperative regarding new or formal
regulation.6
Further, problems can occur in the
relationship between the profession
being regulated and the group who is
responsible for oversight. A lack of at
tention to oversight leads to unques
tioned self-regulation; too much atten
tion can lead to public regulation.7
Perhaps, the biggest problem in the
current self-regulatory system is the
failure of the AICPA to make member
ship in the SECPS or PCPS man
datory. This failure is especially
noteworthy in light of the recent
decline in SECPS membership.
Reasons cited for this decline include
peer review costs and unwillingness to
undergo peer review.8 Without in
creased involvement in the division,
the profession’s commitment to over
sight and quality control is
questionable.
A final consideration involves the
level of competition in the profession.
While the number of accounting firms
has increased, the client base has re
mained essentially at the same level.
The result of firms’ efforts to maintain
or expand their client base has often
led to price cutting. Unfortunately, a
decline in the quality of service offered
has frequently accompanied these
price cutting measures.

Need For Proper Balance
Although public regulation and self
regulation are directed toward similar
ends, they vary significantly in the
means used to achieve those ends.
For example, requirements dictated by
public regulation are enforced through
state and federal authority; self
regulation can only invoke sanctions or
exclude members from group
benefits.9
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If self-regulation is to work, a
moral regeneration is needed.

While public regulation emphasizes
punishment for misconduct, self
regulation stresses remedies and
avoidance. One reason for this dif
ference in methods is that the public
demands intensified public regulation
after it perceives misconduct; in their
eyes punishment is viewed as a strong
deterrent. Self-regulation’s emphasis
on remedy is based on a desire to treat
the profession’s members fairly, in ad
dition to serving the public. It is felt that
the public is best served by dealing
with the cause of the problem.10

Prospects For the Future
A balance of private rights and
public responsibility is necessary to
measure how well professions meet
standards. According to Jacques Bar
zun in “The Professions Under
Siege,” long-time monopoly status has
caused professions to forget that their
privileges were given in return for
public benefit. In order to achieve a
balancing of private rights and public
responsibility. Barzun proposes that a
moral regeneration is needed. Moral
regeneration will not develop as a
result of internal minimum standards
or policing from the outside; it “can
come about only when the members
of a group feel once more confident
that ethical behavior is desirable, wide
ly
practiced,
approved,
and
admired.”11 Self-regulation of the ac
counting profession will be successful
only when it embraces these condi
tions wholeheartedly and unre
servedly.
Despite skepticism about regulation
and the quality of service offered by
the profession, the public and govern
ment want accountants to take more
responsibility to ensure the accoun
tability of major institutions. Thus, the
role of the accounting profession has
8/The Woman CPA, April, 1985

expanded as corporate and govern
mental accountability have come
under the scrutiny of public interest
groups. The greater influence of the
accounting profession further arouses
its critics to demand stronger supervi
sion from the outside. “Thus, the ma
jor challenge facing the profession in
the next decade is to remain a self
regulating entity in the private sector
even as its public mission and respon
sibility grow.”12

Summary and Conclusions
In recent years there has been a
change in outsiders’ views of the ac
counting profession. No longer seeing
the profession as an institution
dedicated to quality service and in
tegrity, public interest groups, the
press, and congressional committees
have threatened the profession with
much more stringent regulation from
external sources. The accounting pro
fession has responded to such threats
by revising its self-regulatory program
to include the SECPS, peer review,
and the POB. Despite the various con
cerns from external sources about this
form of self-regulation, its goal of ser
vice parallels goals usually cited for
public regulation.
The accounting profession now finds
itself at a juncture. The FASB con
tinues to be criticized; self-regulation
has probably not worked as well as it
should because of practitioners’
resistance; and increased competition
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has led some to conclude that many
members have forgotten their primary
service responsibility.
If self-regulation is to work, a moral
regeneration is needed. Members
must once more believe that ethical
behavior is essential, that service is far
more important than market share or
profits, and that inferior performance
cannot be tolerated. Ω
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The Role of the
Internal Government
Auditors
Helpful in Achieving the Certificate
of Conformance

By Henry Wichmann, Jr.

The presence of the internal audit
function should improve the internal
control and financial reporting of a
governmental unit. When the internal
audit function is present in a govern
mental unit, the external auditors may
review and place reliance upon the
audit programs, working papers, and
management reports of the internal
auditors. In addition, the external
auditors may use internal auditors to
provide direct assistance in performing
an examination in accordance with
generally accepted auditing standards
(SAS No. 9, paragraph 10). Therefore,
the internal and external auditors
should plan the work to be performed
by the internal auditors in support of
the annual review of financial
statements by external auditors.1
The quality of the financial reporting
function in governmental accounting
should be improved if both the inter
nal and external auditors work together
to achieve a Certificate of Conform
ance in Financial Reporting (C of C)
award for the local or state governmen
tal unit. This prestigious award is held
by only 6 out of 1,000 governmental
units in the United States. For the year
ending 1983, 493 governmental units
held the C of C award, as shown in Ex
hibit 1.
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EXHIBIT I
Certificate of Conformance Program
Current Holders by Type of Unit
for the Year Ended December 31, 1983*
Cities, Towns or Villages
336
Counties
83
States
2
PERS (Public Employee Retirement System) 10
School Districts
28
Special Districts or Authorities
34
493
*Source: Government Finance Officers Association
(GFOA), GAAFR Review, Volume 1, Number 1, April
1984.

Certificate of Conformance
The Certificate of Conformance Pro
gram was started in 1945 by the
Government Finance Officers Associa
tion (GFOA) to emphasize that govern
mental units should prepare and
publish a readable and understand
able Comprehensive Annual Financial
Report (CAFR) covering all funds and
financial transactions during the year
(GFOA, Sept. 1983).
The Certificate of Conformance is
sought by a governmental unit for the
following reasons: First, recognition —
the C of C is the highest form of
recognition in governmental accoun
ting and financial reporting; second, as
a bond marketing aid — reports receiv
ing a C of C provide a detailed vehicle

for assessment of the relative attrac
tiveness of government securities; and
third, education and technical
assistance — the officials submitting
the Comprehensive Annual Financial
Report (CAFR) for review are provid
ed with detailed comments and sug
gestions for improvements in their
financial reporting (Klein and O’Keefe,
1982).
The “Comprehensive Annual Finan
cial Report,” and the “general purpose
financial statements” are best ex
plained by reference to the reporting
pyramid illustrated in Exhibit 2.
Reporting Pyramid. The reporting
“pyramid” was an outcome of the new
GAAP promulgated by Statement 1
(GFOA, 1979 and GFOA, 1980). Ex
hibit 2 shows the reporting pyramid,
which basically is the Comprehensive
Annual Financial Report (CAFR) for a
governmental unit. The reporting
pyramid has been modified by the
author for purposes of this article to
show the more comprehensive nature
of the requirements of the C of C
program.

Comprehensive Annual Financial
Report (CAFR). The CAFR is organ
ized into three sections:
1. Introductory Section — In
cludes a title page, table of
contents, letter of transmittal,
list of officials, organization
chart, and certificate of
conformance.
2. Financial Section — Includes
the auditors’ report, the Com
bined Statements - Overview
(“liftable” statements), Com
bining Statements - By Fund
Type, Individual Fund and Ac
count Group Statements, and
Schedules.
3. Statistical Section — Includes
ten years of detail on finan
cial, economic, demographic,
geographic, physical, and
social information.
General Purpose Financial
Statements (GPFS). GPFS are the
basic financial statements of the
governmental unit required by GAAP,
including combined overview balance
sheets, operating statements, analysis
of changes in fund equity, statement
of changes in financial position (pro
prietary funds), summary of significant
accounting policies, and notes to the
financial statements. The GPFS are
designed to be “liftable” from the
CAFR for the purpose of distribution to

EXHIBIT 2

Certificate of Conformance
Governmental Reporting
Pyramid*

The Introduction includes a title page, a table of contents, letters of transmittal, names of principal officials, and
organization chart, and a Certificate of Conformance in Financial Reporting.
IIA. The General Purpose Financial Statements include combined financial statements (often referred to as “liftable”
financial statements) with appropriate footnotes.
IIB. The Additional Information includes combining and individual fund and account group statements and schedules
deemed useful in supplying details of data summarized in the financial statements.
III. The Statistical Data includes the ten year summaries suggested by GAAFR and required for a Certificate of
Conformance.
*ln order of appearance suggested in NCGA Statement 1.
I.

external users, such as the general
public or securities investors. GPFS
are to be the minimum scope of the an
nual independent audit for a GAAP
opinion. GPFS are also known as
Combined Statements — Overview.
The author proposes that govern
mental units employ internal auditors,
have an audit committee, and that both
should help the external auditors in
preparing for a governmental audit.
The combined efforts of these three
parties should enable more govern
mental units to earn the Certificate of
Conformance.

The Role of The Governmental
Internal Auditor
An analysis of the Comprehensive
Annual Financial Reports (CAFR) of

governmental units holding the Cer
tificate of Conformance (C of C)
disclosed that only 19 percent of the
city governmental units employed an
internal auditor.2 The internal auditors
reported most often to the city council
and finance director. The internal
auditors should report to the city coun
cil, city manager, and mayor on the ef
fectiveness and efficiency of city
operations and internal control. Even
though the internal auditors should be
held accountable to top management,
the finance director should not be in
control of the internal audit staff. The
internal auditors should be indepen
dent of those individuals whose func
tions they audit.
Fifty percent of the counties had in
ternal audit staffs. The county internal

auditors for C of C holders reported to
either district judges or county boards.
The internal auditors should report to
these people as a proper means of in
ternal control.
This study showed that the presence
of the internal audit function may
reduce qualified audit reports. Eightythree percent of the governmental
units having an internal audit staff
showed an unqualified external
auditors’ report. When looking at all C
of C recipients, sixty-two percent had
clean opinions and 24 percent had an
internal audit staff.
Internal Auditing and Size of the
City. Larger governmental units have
internal audit staffs, while smaller
governmental units may operate
without internal auditors. As a city
The Woman CPA, April, 1985/11

grows in size, the feasibility of having
an internal auditing staff improves.
This C of C study revealed that cities
with an average population of 250,000
had the internal audit function present.
A larger city needs an internal audit
staff to represent management in the
internal control of resources and
assets. The internal auditors help
management control the operations for
larger governmental units, while for
smaller governmental units the ad
ministrators may be closer to the
problems.
The objective of the internal auditor
should be to help governmental ad
ministrators achieve the most effective
and efficient management of person
nel, resources, and assets. On the
other hand, the objective of the exter
nal auditor should be to issue an opi
nion on the quality of the client’s finan
cial statements. The external auditor
must also test for legal compliance to
assure management has properly per
formed its stewardship function. Par
ticular attention should be given by the
external auditors to assure manage
ment has performed within the legally
adopted fixed budget.

The Role of the Governmental
Audit Committee
The objectives of the audit commit
tee are (1) to assist the legislative body
of a governmental unit in its respon
sibilities related to accounting policies
and internal control and (2) to maintain
communication by regularly sched
uled meetings.

Audit committees in the private sec
tor of the United States economy have
existed for 40 years. In 1939, the New
York Stock Exchange proposed a
committee of outside directors to
select the external auditors. With the
passage of the Foreign Corrupt Prac
tices Act of 1977, audit committees
and internal auditors became more im
portant to the modern day corporation.
In 1978, the New York Stock Ex
change mandated the establishment of
audit committees for all listed com
panies (Sawyer, 1981 and Williams,
1980).
Audit committees have not played
an important role in the governmental
sector of the U.S. economy. This study
of 217 Certificate of Conformance (C
of C) governmental units indicated only
one county had an audit committee.
The presence of governmental audit
committees appeared limited, accor12/The Woman CPA, April, 1985

The Certificate of
Conformance should reduce
the interest rate required by
bond rating agencies.

CPAs who issue opinions on govern
mental financial statements. Two
documents have brought about this
change; namely, the National Council
on Governmental Accounting (NCGA)
Statement 1 — “Governmental Ac
counting and Financial Reporting Prin
ciples’’ and the AICPA Statement of
Position (SOP) 80-2 — “Accounting
and Financial Reporting by Govern
mental Units.” Statement 1 is current
GAAP in the governmental accounting
field, issued in 1979 and effective on
June 30, 1980, with earlier adoption
encouraged.

ding to this study; however, audit
committees should be helpful to
Statement 1 requires the auditors’
governmental units in:
opinion to cover only the Combined
1. Selecting the external auditor.
Statements — Overview, often called
2. Communicating between the “liftable” General Purpose Financial
management, internal auditors, Statements (GPFS). The audit opinion
and external auditors.
must extend limited “additional, in rela
3. Helping the executive and tion to” coverage to the combining and
legislative bodies understand individual fund statements. In other
financial issues.
words, Statement 1 reduced the
4. Reviewing internal controls to amount of detail in the financial
protect resources and assets statements of governmental units upon
against fraud and embezzle which the external auditors’ had
ment.
previously reported. Consequently, the
5. Obtaining a Certificate of Confor management of a governmental unit
mance in Financial Reporting (C will decide what statements and data
of C) by overseeing the internal the scope of the independent external
control and financial reporting auditors’ opinion will cover. For in
functions.
stance, management can ask the CPA
to take the same degree of respon
sibility for individual fund statements
The Role of the External
as old GAAP required before State
Auditors
External auditors are paid a fee for ment 1 was issued (AICPA, 1980 and
an independent audit of the govern GFOA, 1981). The internal auditor may
mental unit, while the internal auditors be helpful to the CPA in auditing the
are employees of the audited govern individual fund financial statements.
The External Auditors’ Report.
ment. The internal auditors serve
management by independent ap The audit report is an expression of the
praisals of internal controls during external auditors’ opinion on the quali
operations, while independent external ty of the financial reporting by a
auditors may be either contracted governmental unit. The external
public accountants or appointed auditors apply generally accepted
auditors from another governmental auditing standards (GAAS) and pro
unit. The internal and external audit cedures to a governmental units’ finan
functions should complement each cial statements prepared according to
other. The internal audit staff is part of generally accepted accounting prin
the internal controls reviewed by the ciples (GAAP).
Bond rating agencies and invest
external auditors each year. If the in
ternal auditors perform their tasks well ment bankers require annual financial
during the year, then the detail work reports to judge the quality and risk of
of the external auditors may be lessen a bond issue by the governmental unit.
ed during the annual year end review. Reservations found in the external
A governmental unit must have an auditors’ report most likely would
independent audit by external auditors greatly affect the bond rating. A lower
in order to receive the Certificate of bond rating results in higher interest
Conformance award under the rates for a governmental unit.
Government Finance Officers Associa
The management, internal auditors,
tion program. Accounting reporting re audit committee, and external auditors
quirements have recently changed for of a governmental unit should be

familiar with the reporting pyramid,
audit report and auditors’ responsibil
ity.
Exhibit 2 shows the reporting
pyramid for the C of C governmental
units. The audit report should address
both the financial section and
statistical section of the CAFR. The in
troductory section of the CAFR should
not be covered by the audit report
because the chief executives and
finance director’s letters of transmittal
have both factual and subjective
information.
Three levels of audit responsibility
exist for the CPA auditing the govern
mental accounting financial reporting
pyramid (AICPA, 1980).
First, if the scope of the audit is just
for a GAAP opinion on combined
general purpose financial statements
(GPFS) and only the combined
statements are presented, then an
opinion should be rendered only on
the GPFS. This first level of respon
sibility would not satisfy Certificate of
Conformance (C of C) requirements.
See Appendix A of AICPA SOP 80-2
for an example audit report.
Second, if the audit is for the com
bined general purpose financial
statements (GPFS) and combining,
individual fund, and account group
financial statements are presented,
the audit report must state whether
or not the additional information is
fairly stated ‘‘in relation to” the GPFS.
This second situation would satisfy C
of C requirements. See Appendix B
of AICPA SOP 80-2 for an example
audit report.
Third, if the audit engagement is for
both the combined statements
(GPFS) and additional information
(combining, individual fund, and ac
count group statements, plus sup
plementary schedules), the opinion
should include both presentations.
This would also meet C of C re
quirements. See Appendix C of AIC
PA SOP 80-2 for an example audit
report.

Conclusions and
Recommendations
A conclusion of this study is that in
ternal auditors were not playing a
major role in the operations of govern
mental units. Since only 24 percent of
the C of C governmental units studied
had an internal audit staff, possibly
even a smaller percentage of non
certificate holders would perform the
internal audit function. Internal
auditors may aid the external auditor

in the annual review of the financial
records by providing management
reports, working papers, and other in
formation. SAS No. 9 indicates the in
ternal audit staff may aid the external
auditor (AICPA, 1979).
Second, the audit committee played
a nonexistent role in the operations of
United States governmental units. On
ly one county had an audit committee
in the C of C study. However, the audit
committee may play a major role in the
future for governmental units,
especially considering its popularity in
the private sector for large
corporations.
And third, the external auditors
played the role of giving an indepen
dent opinion on GAAP-prepared finan
cial statements and financial-related
legal compliance of the governmental
unit. An independent external audit
was (and still is) required for the
GFOA’s prestigious Certificate of Con
formance award. These CPAs review
ing C of C recipients must test the
internal control function of which the
internal auditors should be an impor
tant element.

If the presence of the internal audit
function in a governmental unit im
proves internal control and financial
reporting, then more municipalities
and other local units should employ in
ternal auditors. Forty-three (83 per
cent) of the C of C governmental units
having unqualified (no reservations)

Henry Wichmann, Jr., Ph.D., CPA, is
associate professor of accounting and
Director of Small Business Institute Pro
gram at the University of Alaska, An
chorage. He received his Ph.D. from
the University of Northern Colorado,
has published in numerous journals
and is a member of the AICPA, NAA,
IAA, AIDS, AAA, MFOA and ASPA.

audit reports also had the internal audit
function present. Even though the ex
ternal auditors may not substitute the
work of the internal auditors for their
own examination, the external auditors
should plan their governmental audits
by anticipating the assistance of the
the internal audit staff. Managers of
governmental units should encourage
their internal auditors to work with the
external auditors to reduce the cost of
the audit by saving time, to improve the
internal control by better communica
tion, and to improve the accounting
system by the joint efforts of the
governmental auditors. Ω

NOTES
1The Municipal Finance Officers Association
(MFOA) changed its name in early 1984 to
Government Finance Officers Association
(GFOA).
2Annual reports were obtained from 217 out
of a representative sample of 239 C of C holders,
representing a 91 percent response rate.
Organizational charts were also obtained from
these same C of C award recipients.
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Accounting for
Software Costs
Problems and Proposed Solutions

By William R. Cron and Thomas R. Weirich

With the explosion in the use of com
puters, has come a revolution in the
development of software for resale. A
whole new industry has emerged to
service the needs of software users.
Over 4,000 companies presently are
associated with the research, develop
ment, and manufacture of computer
software for resale. This proliferation
of computer software programs has
brought to light some significant ac
counting issues. Of specific concern is
the proper recording of the costs of
computer program development. A
considerable diversity in practice is evi
denced by a 1982 survey by the
Association of Data Processing Ser
vice Organizations (ADAPSO) and an
analysis by the Securities and Ex
change Commission (SEC).1 In the
survey by ADAPSO, 58 out of 231
computer science companies in
dicated they had capitalized some
costs of internally developed software
while the SEC reported that they iden
tified 15 companies that capitalized
development costs.
As a consequence of the divergence
in the accounting for program develop
ment costs, the SEC has imposed a
moratorium on cost capitalization.
Companies that had not capitalized
their internal development costs of
14/The Woman CPA, April, 1985

computer software for sale or lease in
either their audited financial
statements or in reports filed with the
SEC prior to April 14, 1983, would be
prohibited from adopting such prac
tices after that date. This moratorium
is to be reconsidered after the Finan
cial Accounting Standards Board
(FASB) addresses the issue.
The purpose of this paper is to syn
thesize the current accounting issues
and pronouncements dealing with the
accounting for developed software
costs, with particular emphasis placed
on the problem of when to expense
and when to capitalize. The issue is
addressed in three parts. First, existing
authoritative guidance is reviewed to
determine generally accepted accoun
ting principles (GAAP) as they exist to
day. Then the problems in implemen
ting these standards are examined.
Following this, the recommendation of
the Accounting Standards Executive
Committee’s Task Force on Accoun
ting for the Development and Sale of
Computer Software (herein referred to
simply as Task Force) will be
presented.2 In addition, the positions
adopted by the FASB in an exposure
draft3 will be presented and compared
with the Task Force’s recommenda
tions.

Authoritative Accounting
Pronouncements
The initial attempt of the FASB to
establish accounting principles for
computer software costs is contained
in SFAS No. 2, “Accounting for
Research and Development Costs.’’4
This statement, issued in 1974, re
quired the immediate expensing of
research and development cost. For
purposes of the statement, the follow
ing definitions of research and
development were adopted:
Research — planned search or
critical investigation aimed at
discovery of new knowledge, with the
hope that such knowledge will be
useful in developing a new product
or service ... or a new process or
technique ... or in bringing about a
significant improvement to an ex
isting product or process.

Development — the transition of
research findings or other knowledge
into a plan or design for a new pro
duct or process or for a significant
improvement to an existing product
or process whether intended for sale
or use. It includes the conceptual for
mulation, design and testing of pro
duct alternatives, construction of pro
totypes, and operation of pilot plants.
It does not include routine or periodic
alterations to existing products ...
even though those alterations may
represent improvements and it does
not include market research or
market testing activities.

These definitions suggest that for
the most part the costs of developing
computer software would be classified
as research and development and
would be expensed. However, the
possibility of another treatment was left
open in the section which presented
the basis for the board’s conclusions.
The board specifically mentioned the
costs of computer software and stated
each case had to be evaluated on its
own merits. Therefore, this statement
became the focal point of discussion
as to when it is proper to capitalize
computer software, and that decision
was left to the judgement of the ac
countant for each case.
Immediately after SFAS No. 2 was
released, the FASB issued Interpreta
tion No. 6,4 which attempted to give
several examples of the application of
Statement No. 2 to software costs. The
interpretation defined a process as a

system whose output is to be sold,
leased or otherwise marketed to
others. It could also be used internally
or be part of another product or ser
vices to be sold to others. Software
costs developed for resale, either by
itself or as part of another product or
service or for internal use, presumably
would be considered a process.
If the software is developed for sale
by itself, the deciding factor as to
whether or not its cost is to be con
sidered R & D is the creation of a new
or substantially improved product. This
criteria would also hold for software
developed by a computer service firm
where the computer services are sold,
rather than the software itself. Soft
ware costs would not be considered
R & D if their main purpose is to simp
ly alter or improve an existing product.
Although these provisions suggest the
key element in the decision is the
degree of innovativeness of the soft
ware, it still leaves open a wide range
of judgement as to when the software
is sufficiently different from existing
alternatives.

Software costs may also be incurred
for use as part of the production of
some other product. The interpretation
specifies that these software costs
should be considered R & D only when
they are part of the conceptual for
mulation of the product, aid in
translating the product into a design,
or are part of the search, design and
evaluation of alternatives prior to the
beginning of production. An example
of when software costs would be con
sidered R & D is the development of
a graphics program for design of a new
automobile. Software costs would not
be considered R & D when it is just a
routine modification or adaptation of a
product to a particular customer’s

FASB Statement No. 2 and
Interpretation No. 6 do not
require that all computer
software production costs be
considered R & D costs.

need, such as small changes in an ac
counts receivable billing program to
accept a particular customer’s chart of
accounts. However, for practical pur
poses not considering this latter
category of costs as part of R & D may
have little effect as they probably
would be expensed anyway.
The third official pronouncement
dealing with computer software costs
is Technical Bulletin 79-2.6 This
bulletin attempts to clarify Statement
2 and the Interpretation by stating that
all computer software costs are not
necessarily research and development
and hence may not be charged to ex
pense. However, the bulletin did not of
fer any further guidance as to when to
capitalize these non R & D software
costs. The Interpretation also identified
three situations where software costs
would not be considered research and
development. These are:
1. Software developed for selling and
administrative activities.
2. Purchased software, unless the pur
chased software is used in a re
search and development activity.
3. Software developed under a con
tractual agreement.
Table 1 presents a summary of the
current authoritative pronouncements
for software costs.

Problems in the Application
of Accounting Standards7
Judging from the results of the
ADAPSO and SEC surveys mention
ed earlier, these pronouncements
have not resolved the issues in ac
counting for software costs. Part of the
explanation for the diversity in practice
that exists today stems from two
causes. First, the process of planning
and developing software is a complex
phenomena. Therefore, it is difficult to
determine which elements in the pro
cess should be considered R & D. Se
cond, many of the terms utilized in
Statement No. 2 and Interpretation No.
6 are subject to varying interpretations.
The development and production of
software involves two major sub
divisions of activity. While the actual
procedures for the development of
software may vary considerably be
tween companies, there is normally a
planning and design phase, and a con
struction phase. During the planning
and design phase, the feasibility of the
product from a technological market
and financial point of view is
determined.

Considerable variation exists
among firms in their
accounting treatment of
software costs.

Technologically, the feasibility
studies must consider the types of
features or functions the software will
perform, the product specifications to
accomplish these desired features and
the methodology that would be used
to actually produce the software. An
actual working model is not necessari
ly required at this point. If the software
is similar to other commercially
available software, determining the
technological feasibility may be a sim
ple process. However, if the software
is a completely new product it may be
necessary to actually develop a rough
working version to establish that the
concept is feasible.
Market feasibility must consider the
potential market for the product and its
competing alternatives. In concert with
the specification of the product, any
documentation required for the soft
ware and any customer assistance that
is required to support the software
should be determined.
In addition to technological and
market feasibility, a company must
determine if the software would repre
sent a satisfactory, profitable product.
This entails a consideration of the
potential revenue that could be
generated by its sales and the amount
and costs of resources necessary to
construct the product. The potential
costs and revenues are then translated
into return on investment measures to
determine if its production is financially
feasible.
The entire planning and design
stage is an iterative process. It may re
quire repetition of several of the steps
in the process as modifications of the
software are made in light of the
feasibility studies conducted. These
modifications frequently occur during
the planning process, but they can oc
cur even after production of the actual
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TABLE 1
Authoritative Accounting Guidelines
for Software Costs
APPLICABILITY
Guidelines are applicable
to costs incurred for the
internal development of
software —

• as products or processes,
to be sold, leased, or
otherwise marketed to
others,
• to be used as part of
processes whose output
is products that will
be sold, leased, or
otherwise marketed to
others, or

AUTHORITATIVE PRONOUNCEMENTS

1. FASB Statement No. 2 — “Accounting
for Research and Development Costs”

2. FASB Interpretation No. 6 — ‘‘Appli
cability of FASB Statement No. 2 to
Computer Software”

3. FASB Technical Bulletin No. 79-2 —
‘‘Computer Software Costs”

• to be used in research
and development activities

4. SEC moratorium on cost capitalization
until consideration by the FASB.

product has begun. The process can
be either very formal or very informal.
If the process if formal, it would nor
mally culminate in the preparation of
a product plan which details the pro
duct specifications, its market and
resource needs. If it is informal, a deci
sion to undertake the construction
phase may be made without any for
mal documentation of the planning and
design activities.
During the construction phase,
detail program steps are worked out
and the program is coded and tested.
Although modifications of the software
in the construction phase is less likely
than during its planning and design,
the majority of the modifications in this
phase would normally be made at this
point. Once the program is fully
coded, the entire system must be
tested to ascertain that it operates pro
perly and accomplishes its objectives.
The product is then ready for delivery
to customers. At this point, the soft
ware must be promoted to generate
sales and then copies of the program
must be produced, packaged and
delivered. However, many companies
begin their promotional activities
before the product is introduced. In
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some instances it may begin when the
ideal for the product is first conceived.
After the product has been delivered,
the company normally conducts follow
up activities to ensure that it is runn
ing properly. Many times during this
stage flaws in the program, not
detected earlier, are discovered. This
would trigger changes in the program
to correct these deficiencies. However,
these modifications are normally
minor. Also, at this stage minor
modifications to update the program to
changed conditions are frequently
made.
Because of the interdependencies
involved in the development and pro
duction of software and because of the
iterative process involved, it is difficult
to determine when R & D ends. This
is especially true with respect to
development costs. Some individuals
would argue that development con
tinues until the software is primarily
completed. They believe the uncertain
ty surrounding the eventual completion
of the software and the many modifica
tions at each stage provide a justifica
tion for their point of view. The other
point of view holds that development
is essentially complete once the con
struction phase begins. Before produc

BASIC GUIDELINES
All R & D costs that are
incurred to develop intangible
assets internally, including
computer software programs,
should be expensed as incurred.

Acquisition, development, or
improvement of a process by
an enterprise for use in its
selling or administrative activi
ties be excluded from the defi
nition of R & D. Thus, computer
software costs as part of these
activities are eligible for
capitalization.

FASB Statement No. 2 and Inter
pretation No. 6 do not require
that all computer software pro
duction costs be considered R & D
Costs.

tion can start, there must be an agree
ment on a single alternative. It is
acknowledged that design modifica
tions are normally minor. In addition,
although there is testing of the pro
grams during the construction phase,
the tests are of the product rather than
of product alternatives. Adding addi
tional support for this position is an
ADAPSO study cited by the Task
Force in which the success rates for
various computer software products
after the initial planning steps was
84% to 95%, while SFAS No. 2 sug
gested success rates for R & D could
be expected to vary between 2% and
25%.
Many of the terms contained in the
documents establishing GAAP for
computer software costs are not ade
quately defined. For example, the
meaning of the term “higher level of
computer software capability” contain
ed in Statement No. 2 and “preproduc
tion model” contained in Interpretation
No. 6 are subject to varying
interpretations.
The term “higher level software” re
quires a frame of reference for it to be
meaningful. It has been interpreted by
some relative to the company’s ex

isting software and by others as
relative to software available in the
market. As a result, one company
could consider their computer develop
ment costs as R & D and charge them
to expense, while the second company
adopting the total market concept can
consider them as intangible assets to
be capitalized. “Preproduction model”
also has multiple interpretations. It
could refer to the construction of a
working version of the program.
However, others would argue the con
cept of a preproduction prototype is in
applicable to software, so R & D ends
with the establishment of a technical
ly feasible alternative.
Once the point at where R & D is
assumed to end is selected, it is
necessary to decide on whether to ex
pense or capitalize the post R & D
costs. Technical Bulletin 79-2 did not
provide any guidance in making this
decision. Presumably, all of these
costs other than actual duplication,
promotion and delivery represent the
cost of an intangible asset to be amor
tized over the period in which the
software will generate revenue. This
treatment would be justified by the
definition of an asset contained in
Statement of Financial Accounting
Concepts No. 3, Elements of Financial
Statements of Business Enterprises.8
These costs bear some resemblance
to the cost of producing records and
motion pictures and a precedent for
their capitalization has been establish
ed by SFAS Nos. 509 and 53.10. The
cost of duplication and material used
to actually produce the product would
be a product cost, while the costs of
promotion and distribution would fall
under the heading of selling expenses.
If the end of R & D is established
early in the process, there will be more
instances in which the cost of the in
tangible assets proves to be worthless
than when the end to R & D is assum
ed to occur later in the process. Since
a certain number of failures normally
accompany the successful software
developed, the question of using suc
cessful efforts or full cost in accounting
for these intangible assets arise.

Current Recommendation for
Changes in Accounting for
Software Costs
The previous discussion suggests
there are major questions that need to
be answered before adequate accoun
ting standards for software costs can

be developed. First, guidelines are
needed to determine when a software
product is sufficiently different from
other alternatives that planning and
development costs would not be con
sidered R & D. Second, the point in the
software development process at
which R & D ends and production
begins needs to be more clearly
specified. Third, the accounting treat
ment of post R & D costs should be
Find
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construction of a prototype or by
• Existing literature provides adequate
other means is a sufficient condition
guidance for
to indicate the end of the research
- determining when recoverability is
and development phase.
probable,
• If technological feasibility is
- determining the types of construc
established by reference to activities
tion costs that should be capitalized,
documented during the planning and
and
design phase, completion of the
- calculating amortization.
planning and design phase should • Cost incurred for installation, training
mark the end of research and
and maintenance after the product
development.
has been introduced should be
• Research and development activities
charged to expense when incurred.
that are repeated when the product
The FASB has responded to re
is primarily in the construction phase
quests
from the AICPA and the SEC
should be classified as research and
for clarification of their position with the
development.
issuance of an exposure draft, “Ac
Addressing the question of the treat counting for the Costs of Computer
ment of post R & D costs, the task Software to Be Sold, Leased or Other
force recommended:
wise Marketed.” The exposure draft is
• Construction costs for existing pro intended to cover software developed
ducts, as well as new and signifi for external distribution either as a
cantly improved products and separate program, a group of pro
enhancements, should be capitaliz grams or as a product enhancement.
ed if recovery is probable. After It specifically excludes software
capitalization, the probability of created for internal use or for others
recovery should be continually under a contractual arrangement.
reassessed to determine if these
In the exposure draft the board has
costs should continue to be specified that companies are required
capitalized.
to capitalize the costs incurred for
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coding, testing and producing product
masters after it determines that:
• Recovery of the costs is probable, by
meeting specified criteria that
establish market, financial, and
technological feasibility.
• It has or can obtain the resources to
produce and market the product and
is committed to doing so.

To establish technological feasibili
ty a firm must document that it has
completed all activities necessary for
the production of the product accor
ding to its design specification and that
the cost of the production can be
reliably estimated. Market feasibility re
quires a firm to demonstrate through
a market analysis the existence of a
market for the software product. Final
ly, financial feasibility requires that the
capitalized cost be less than the
estimated future revenues minus any
estimated additional cost of producing,
marketing and maintaining the
product.
All other costs are to be charged to
expense as incurred. This includes all
planning and design costs prior to the
establishment of technological, market
and financial feasibility, as well as post
sale costs for maintenance of the pro
duct and customer support. The FASB
exposure draft also included purchas-
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ed software that will be sold, leased or
otherwise marketed. For purchased
software capitalization of its acquisition
cost is specified as long as it meets the
same criteria for recoverability as
developed software.
A brief comparison of the FASB ex
posure draft with the AICPA Task
Force’s recommendation reveals that
the Board’s position is in conformity
with the AICPA recommendations.
Both agree that not all costs in the soft
ware development process should be
considered R & D costs as defined by
Statement No. 2. However the task
force recommendations tend to be
more concerned with identifying the
point at which technological feasibili
ty is established. In addition both
documents emphasize the probability
of cost recovery as a necessary con
dition for capitalization and stress the
need for continual reevaluation of the
recoverability criterion.

Conclusion
This paper has discussed several of
the problems in generally accepted ac
counting principles applied to software
costs. These problems have resulted
in variability among firms in their treat
ment of these costs. A large part of the
reason for the difficulty appears to be
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the result of the fact that the complex
ity of the software development pro
cess was not adequately considered
when FASB Statement No. 2, Inter
pretation No. 6, and Technical Bulletin
79-2 were issued. As a result of the Ac
SEC task force’s recommendations
and the SEC’s moratorium which
precludes changes in accounting
policies related to software costs, the
FASB accepted the responsibility of
determining the proper accounting for
software costs. The conclusions reach
ed in the exposure draft would definite
ly change the predominant practice of
firms expensing all costs of develop
ing and producing software.

Having received 176 comment let
ters on the exposure draft, the FASB
plans to hold a public hearing in late
March or April, 1985. Approximately
July 1, 1985, a new document will be
issued which could be a new exposure
draft or a final statement. Therefore, it
appears that the accounting for soft
ware costs will be a “hot topic” for
most of 1985. Ω
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The Tax
Consequences of
Divorce
The Tax Reform Act of 1984 and the
Retirement Equity Act of 1984

spouse to a third party for the benefit
of the payee spouse. For example, the
deductibility of premiums on whole life
insurance policies was permitted only
if the payor spouse was not the owner
of the policy and the obligation to make
the payments resulted from a divorce
decree or similar document. A payor
spouse was entitled to deduct mort
gage principal, interest, and taxes on
a former residence if the title to the
residence had been transferred to the
payee spouse. These, and other
similar payments, must have met the
conditions previously outlined before
they were considered to be alimony for
tax purposes.5

Alimony and Separate
Maintenance — Current
Provisions

By Jon A. Booker, John C. Gardner and Virginia M. Moore

Prior to 1942 the tax laws offered no
special treatment for alimony or
separate maintenance payments.
Such payments were not considered
taxable to the payee spouse and were
not deductible by the payor spouse.
With substantial increases in the tax
rates it became evident that the payor
spouse would be placed in a very dif
ficult economic position if relief were
not granted. The Revenue Act of 1942
modified the general provisions ap
plicable to alimony and separate
maintenance payments to make them
taxable to the payee and potentially
deductible by the payor. Subsequent
to 1942, the Internal Revenue Code
developed a set of definite rules
relating to the tax status of alimony and
separate maintenance payments.1

Alimony and Separate
Maintenance — Background
Between 1942 and January 1, 1985,
for a payment to be considered deduc
tible by the payor and taxable by the
payee spouse it must be imposed by
a divorce decree, separate mainte
nance agreement or written separation
agreement and be periodic in nature.
To be considered periodic the
payments must be indefinite in amount
or paid for an indefinite period of time
or made over a period of more than ten
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years to discharge a “principal sum.”
In addition, a contingency such as
death, remarriage or change in the
economic status of either spouse
would qualify the payments as
periodic. In those cases where the
payments were to be made for a period
of time less than ten years and were
not subject to a contingency, they were
not considered to be alimony or
separate maintenance and were nontaxable to the payee and nondeduct
ible by the payor.2

Under the ten-year provision any
part of the alimony in excess of ten per
cent of the principal sum was neither
taxable to the payee nor deductible by
the payor. The ten percent rule may
not apply if there are contingencies
specified on the divorce decree or
agreement.3
Several special problems arose as
a result of rules developed between
1942 and January 1, 1985. First, if a
payor spouse made an initial lump sum
payment, it was generally held to be
nondeductible as alimony. If this same
initial lump sum payment was subject
to a contingency (and not payable im
mediately after the divorce), it might be
considered alimony and therefore
deductible by the payor spouse.4
There was some question about the
status of payments made by the payor

The provisions of the Tax Reform
Act of 1984 for alimony and separate
maintenance payments, as described
in Code Section 71, are outlined in the
Flowchart.6 Block 1 indicates that for
a payment to qualify as alimony and
separate maintenance it must be in the
form of cash and be received by, or on
behalf of the payee, under the terms
of a divorce or separate maintenance
agreement. If the payment is not in the
form of cash or is not received by or
on behalf of the payee, the amount will
not qualify as alimony and cannot be
deducted by the payor.
Block 2 indicates that the payment
must terminate no later than the death
of the recipient. Payments that extend
beyond the death of the payee are not
considered alimony or separate
maintenance. The divorce or written
separation agreement must specifical
ly provide that there is no liability to
continue any payments beyond the
death of the payee spouse nor liability
to make a substitute cash or property
settlement instead of the alimony of
the deceased spouse. Payments made
from the proceeds of insurance on the
life of the payee are not considered
alimony.

As shown in Block 3 of the flow
chart, any payments in excess of
$10,000 per year are to be made for
at least six calendar years following the
first payment required by the divorce
agreement (six-year alimony rule).
Payments that end due to the death or
remarriage of the payee are not con
sidered a violation of the six-year re
quirement (Block 4).7

For the payments to qualify as
alimony or separate maintenance, the
payee and payor must not file a joint
tax return for the tax year being con
sidered (Block 5). In addition,
payments between parties legally
separated under a divorce agreement
cannot qualify as alimony or separate
maintenance if they live in the same
household (Block 6). However
payments will qualify as alimony if one
party is making arrangements to leave
the household shortly (Block 10).
Under the revised provisions of the
law there can be “recapture” of
amounts previously treated as alimony
if the payments in years 2-6 are
$10,000 less than the payment made
the previous year(s) (Block 7). The
amount “recaptured” is included in
the gross income of the payor and is
deductible by the payee. For there to
be any “recapture” amount, the cur
rent year’s payment plus $10,000 must
be compared to the payment made in
the previous year. If the first year’s
payment is greater than the second
year’s payment plus $10,000, the
recapture amount is equal to the dif
ference between the two values. The
recapture provisions do not apply to
payments made under a temporary
alimony agreement, or in years when
the payee dies or remarries. In addi
tion, recapture will not apply when
there is liability to make a payment
based on a set portion of one’s in
come. The “six-year” alimony rule ap
plies to these payments.
Generally, payments made for child
support are not included in the gross
income of the payee and are not
deductible by the payor (Block 8). A
new provision of the Act specifies that
payment amounts that vary depending
upon a contingency relating to the
child shall be treated as child support,
even though the written agreement
does not specify an amount as child
support. For example, if the total pay
ment is reduced when the child
reaches a given age, the amount of the
reduction is treated as child support.
One of the most interesting changes
in the Act deals with the election to
treat qualifying alimony payments as
non-alimony payments. Parties to the
divorce or separation agreement can
agree in writing to amounts that will not
be included in the gross income of the
payee and not deductible by the payor
(Block 9). While this type of agreement
is binding for tax purposes, there is

nothing that prevents the agreement
from being changed through amend
ment. This opens some avenues for
tax planning that should not be
overlooked.
The new alimony provisions are
generally effective for tax years begin
ning after December 31, 1984. Addi
tionally, prior divorce or separate
maintenance agreements may be
revised, if both parties agree, in order
to be in compliance with the new tax
rules. The Internal Revenue Service
may also require payors and payees to
furnish taxpayer identification
numbers.

Property Transfers Between
Spouses
Prior to the Tax Reform Act of 1984,
property transfers between spouses,
even transfers made in exchange for
release of marital rights, resulted in
taxable gain. Losses on transfers be
tween spouses were disallowed. Gains
were not generally recognized when
the transfer was the result of a division
of community or jointly held property
incident to a divorce.8

One of the most interesting
changes in the Act deals with
the election to treat qualifying
alimony payments as non
alimony payments.

Several states attempted to avoid
these rules by statutory recognition of
some form of marital rights in assets
owned by spouses individually. These
state statutes attempted to equate the
transfer of an individual spouse’s pro
perty with a division of community or
jointly held property. Litigation arose
out of these statutes and the required
tax treatment was fraught with
problems.9
The Tax Reform Act of 1984
overhauled the rules described above.
The new law generally provides no
recognition of gain or loss in transfers
occurring after July 18, 1984, between
spouses or former spouses incident to
a divorce. The nonrecognition of gain
applies to release of marital rights, as
well as to transfers in exchange for
cash, other property, or other forms of

consideration. If the taxpayers agree,
the new rules can be applicable to
transfers made after December 31,
1983, even if these transfers resulted
from property settlements or divorce
decrees which were in effect before
January 1, 1984. The new rule applies
even to spousal transfers made during
a marriage, unless the spouse is a
nonresident alien. Transfer rules ap
ply only to transfers to a former spouse
if “incident to a divorce,” which means
that the transfer takes place within one
year of the cessation of the marriage
or that the transfer is related to the
cessation of the marriage.10

The basis of the transferred proper
ty will carry over to the transferred
spouse and be the same as the basis
to the transferor. For example, if Mary
purchases a farm for $100,000, and in
the marital property settlement which
is incident to the divorce, Bob receives
the farm for the equivalent of
$150,000, Mary is subject to no gain
and Bob’s basis for tax purposes is
$100,000. The length of time Mary
owned the property will be added to
Bob’s holding period to determine the
appropriate holding period upon
ultimate sale of the property.11
Transfer of an installment debt to a
spouse before the Tax Reform Act of
1984 meant that the transferor must
recognize the balance of the profit or
loss from the note. According to the
provision of the new law, the transfer
will not impose the recognition of gain
or loss to the transferor. The transferor
will receive the same tax treatment as
the transferee.12

Prior to the Tax Reform Act of 1984,
any gain resulting from the sale of
depreciable property by one spouse to
the other was taxed as ordinary in
come rather than qualifying for the
more favorable capital gains treat
ment. This rule is no longer ap
propriate because the new law does
not require the recognition of taxable
gain.13
Investment credit recapture provi
sions were automatically applicable to
transfers between spouses before the
Tax Reform Act of 1984. The law now
specifies that no investment credit or
depreciation will be recaptured if the
property was used in a trade or
business prior to the transfer and con
tinues to be used in a trade or business
after the transfer.14
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Life Insurance and
Annuity Contracts
The tax treatment of annuity or life
insurance contracts transferred to
meet alimony obligations has been
changed under the new law. Prior law
required that the recipient spouse in
clude in gross income all payments
received under annuity or life in
surance contracts.15
Effective with transfers after July 18,
1984 (or post December 31, 1983
transfers), the recipient may reduce
taxable income by the transferor’s in
vestment in an annuity contract, and
may exclude from gross income the life
insurance proceeds received upon the
death of the former spouse.16

IRA For Divorced Individuals
Effective January 1, 1985, a di
vorced or legally separated individual
may establish an IRA based on
alimony payments received. Alimony is
defined as compensation even though
the payee has no other earned in
come. Before this revision, alimony
was considered only in highly
restricted situations.17

The new rules discussed above are not
applicable when multiple support
agreements are in effect. The custodial
parent can release the dependency ex
emption to the noncustodial parent by
signing a written statement that he or
she will not claim the child as a depen
dent for a specified year or on a per
manent basis. This statement must be
attached to the claimant’s return.19

Medical Costs of Dependent
Child
The new tax law alters the former
rule that only the taxpayer claiming the
dependent exemption was entitled to
deduct medical expenses associated
with a dependent child. Under the new
provisions, beginning December 31,
1984, a parent may deduct medical
costs incurred in connection with a
child regardless of the status of the
dependency exemption.20

Child Care Credit
If a child is under the age of 15, or
is mentally or physically incapable of
caring for himself or herself, a parent
may claim a credit for certain expenses
of the dependent. Under prior law the
parent who had custody for the longer
Dependency Exemption
period during the year generally was
Prior to January 1,1985, the parent allowed the credit. After December 31,
or step-parent having custody of a 1984, a custodial parent may qualify
child for the major portion of the year for the child care credit even though
was entitled to claim the dependent ex he or she waived the dependency ex
emption for the child. This general rule emption for the child.21
applies unless the divorce decree
awarded exemption to the non Earned Income Credit
custodial parent who provided a
Under the new law, a custodial
minimum of $600 support during the parent who qualifies as an aban
calendar year, or unless the non doned spouse or head of household is
custodial parent provided $1,200 sup entitled to claim the earned income
port and the custodial parent was credit. The custodial parent may claim
unable to prove a greater support this credit even though the non
provision.18
custodial parent is entitled to claim the
The Tax Reform Act of 1984 alters dependent exemption for the child.
these prior tax provisions by enabling This is a change from the previous law
the custodial parent to claim the which required the custodial parent to
dependency exemption unless this have the dependent exemption for
right is waived. However, if the exemp eligibility for the earned income credit.
tion was granted to the noncustodial This change is effective after
parent under a divorce agreement ex December 31, 1984.22
ecuted before January 1, 1985, the
agreement will prevail providing that Head of Household Status
the $600 minimum support provision
Under the new rules, even if a parent
is met and no amendment is made to is not entitled to claim the dependen
the original agreement. These new cy exemption for a married child
rules are applicable only when more residing in his or her home, the parent
than half of the child’s support is pro will generally qualify as the head of
vided by his or her parents and the household for tax purposes. The pro
child is in the custody of the child’s vision is applicable unless a waiver or
parents for more than half of the year. pre-1985 divorce decree provides
22/The Woman CPA, April, 1985

otherwise. Also the new law requires
that the child’s principal residence with
the parent claiming head of household
be for only one-half of the taxable year
rather than the entire year.23

“Innocent Spouse” Rule
The new tax rules have provided ad
ditional relief for an innocent spouse
filing a joint return in cases where there
is a substantial understatement of tax
(more than $500). In addition to relief
from failure to report income, relief
may now be granted when claims for
deductions or credits for which there
is no basis are erroneously made.
Under prior tax law, no relief was
available to an innocent spouse when
the relief requested was for grossly er
roneous deductions or claims for
credit. The new law continues to re
quire the innocent spouse to prove that
he or she had no reason to know of a
substantial understatement. It is effec
tive for all open tax years under the
1939 and 1954 tax codes.24

Retirement Benefits
With few exceptions, the Employee
Retirement Income Security Act
(ERISA) and the Internal Revenue
Code have required that any retire
ment plan covered by these statutes
must specifically prohibit the assign
ment or alienation of the benefits pro
vided by the plan and that ERISA pro
visions would supersede all state laws
relevant to the retirement plan. This
anti-assignment rule has been amend
ed by the Retirement Equity Act of
1984, and the new provisions become
effective January 1,1985. In addition,
the Internal Revenue Code was
amended by the Retirement Equity Act
of 1984, permitting transfer of retire
ment benefits when the transfer is
made pursuant to a qualified state
domestic relations order. State court
orders assigning benefits under a
retirement plan are now permitted.
However, other assignments or
transfers of benefits will violate the
anti-assignment rule. Also, state courts
may not order the transfer of assets
held by a retirement plan unless the
assets are available to the employee
under the plan.25
As noted earlier, property transfers
between parties to a divorce general
ly are not considered to be taxable.
This rule should apply to transfers of
interest in retirement plans resulting
from a divorce proceeding. However,
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FACULTY
POSITIONS
RANKS:
Assistant
Professor,
Associate Professor, Professor, (also
visiting appointments at all ranks)
RESPONSIBILITIES:
Quality
teaching and service are expected of
faculty at all ranks; in addition, faculty
holding the rank of Assistant Professor
or above are expected to engage in on
going scholarly research.

EDUCATION/EXPERIENCE: Ap
pointment at the rank of Assistant,
Associate, or Professor requires a Ph.D.
or D.B.A. degree; candidates who will
have completed all but the dissertation
will also be considered for appointment
at the Assistant Professor rank. Can
didates having (1) both the LLM in tax
ation degree and the CPA or CMA cer
tification, or (2) both the JD degree and
a master’s degree in accounting or tax
ation will be considered for appointment
at a professorial rank. At the ranks of
Associate Professor or Professor, a
demonstrated performance record in
teaching and research is required. Cer
tification and professional experience at
all ranks is desirable.
APPOINTMENTS/SALARY: Appoint
ment will be for nine months, starting
August, 1985 or January, 1986. Salaries
are competitive at all ranks.
APPLICATION DETAILS: Applications
will be accepted beginning immediate
ly. Application deadline is March 15,
1985; if positions are not filled, applica
tion deadline is June 15, 1985.

THE SCHOOL OF ACCOUNTANCY AT
WICHITA STATE UNIVERSITY: The
School of Accountancy, a component of
the College of Business Administration,
replaced the Department of Accounting
in May, 1981. The School offers an in
tegrated five-year program leading to
the degree of Master of Professional Ac
countancy, participates fully in the MBA
program and continues to offer a fouryear baccalaureate program in accoun
ting. The School of Accountancy has
over 500 majors and graduates over 100
professional accountants each year.
Wichita State University has an enroll
ment of approximately 17,000, and is
located in the largest economic, cultural
and population center in Kansas.

CONTACT: Dr. Michael F. Foran, Direc
tor, School of Accountancy, Wichita
State University, Wichita, Kansas
67208.
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questions remain regarding the tax
treatment applicable to distributions or
benefit payment made by the retire
ment to a nonparticipant. The Retire
ment Equity Act provides the following
tax treatment provisions for such
distributions:

1. Payments to a nonparticipant
(former spouse) will be taxed
to the nonparticipant, rather
than the participant;
2. Nondeductible contributions to
the plan, if any, will be pro
rated between the participant
and nonparticipant on the
basis of the present value of all
benefits of the participant and
all benefits of the nonpartici
pant;
3. The fact that a participant
qualified for special tax treat
ment because of his or her
lump-sum distribution (capital
gain and 10-year forward
averaging) is not prejudiced by
the nonparticipant receiving
benefits in the form of an
annuity;
4. The lump-sum distribution to a
nonparticipant will not qualify
for the special tax treatment of
the participant;
5. The entire interest in the plan,
if awarded to a nonparticipant
within one taxable year, may
be transferred tax-free to an
IRA if the transfer is made
within 60-days of receipt of
payment.26

The Code previously provided that
transfer to a former spouse of all or
part of an IRA incident to a divorce is
considered nontaxable and should be
treated as the transferee’s IRA. 27
Several questions may arise regard
ing the tax treatment of payments
received in numbers 1 and 2 above.
For example, if a state court requires
a portion of each pension payment be
used to meet the employee’s alimony
or child support obligations, how will
the nonparticipant in the plan treat
receipt of payments for tax purposes?
In the case of alimony, the question
revolves around the application of two
competing code sections (IRC 71 for
alimony and IRC 72 for annuities). If
the annuity provisions apply, the entire
payment will be taxable to the nonpar
ticipant former spouse. But if the
alimony provisions apply, the nonpar

ticipant will be entitled to reduce the
taxable portion of each payment under
the annuity contract by a prorated por
tion of the participant’s investment in
the contract.
In the case of child support
payments, the code sections are again
in conflict. Specifically, if the annuity
provisions apply, the child support pay
ment will be taxable to the nonpartici
pant parent in complete contradiction
to the alimony provisions.28

Estate Taxes and Property
Transfers
Prior to July 18,1984, if spouses had
executed a written document relating
to property and marital rights, and
within two years of such agreement a
divorce occurred, there would be no
federal gift tax on the actual transfer
of property. However, if one of the ex
spouses died after the agreement was
prepared but before the transfer took
place, no deduction would be allowed
for estate tax purposes against the
decedent’s estate for a claim based
upon the agreement. Congress was of
the opinion that this tax treatment was
inconsistent and changed the rules in
the Tax Reform Act of 1984. The new
law provides for an estate tax deduc
tion based on transfers arising from a
written agreement between former
spouses if the transfer would have
qualified under the gift tax rules when
both spouses were alive. The Act also
provides that transfers of assets
based upon a written agreement
entered into within one year after
divorce will not be subject to gift tax.29

Conclusions
Proper tax planning in a divorce is
always important and the Tax Reform
Act of 1984 makes planning even more
critical than in the past. Tax advisors
should encourage their clients to
review their tax situation in light of the
changes discussed above. In the case
of alimony and certain other provi
sions, taxpayers should consider
amending their divorce decree or ap
plying the new tax provision to any
transfers of property after December
31, 1983.
Effective tax planning requires a
search for the lowest overall tax liability
for both former spouses. All taxpayers
are placed on the cash basis for
alimony and all new rules must be
followed to prevent recapture of in
come in future years. In addition, the

new law gives the former spouses flex
ibility in designating amounts that will
be taxable as alimony.

Divorce negotiations should cover
the tax status of a child. If the non
custodial parent is granted the
dependency exemption, there will no
longer be a loss to the custodial parent
of benefits such as head of household
status, the earned income credit, or
child care credit. Moreover, the non
custodial parent will no longer have to
maintain records of payments since
the only way that he or she can obtain
the exemption is by agreement with
the custodial parent.
Finally, the question of medical ex
pense deductions will be important
under the new law. Medical expenses
may be deducted by either parent
beginning January 1, 1985. Since
these expenses must exceed five per
cent of adjusted gross income,
payments for a particular year should
be made by the parent whose total
medical expenses will exceed the five
percent and the Zero Bracket amount.
Ω
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A Profile of the
Woman
Management
Accountant
Many Are Entering the Managerial
Level

accountants when compared with
male accountants. In general, those
studies found no significant difference
between men and women which could
affect their ability to function as an
accountant. Most of them, however,
focus on the woman accounting
student, the woman CPA or the
woman accountant in general. To date
no studies have concentrated on the
largest portion of the woman
accountant group — the women
management accountants (women
MAs). The purpose of this study is to
establish a profile of the woman
management accountant. This
research will make a contribution to the
existing literature by providing
information
about
job-related
characteristics of the woman
management accountant as compared
with her male counterpart.

Research Methodology
By Le Thi Cao and Phillip G. Buchanan

Over the past 20 years the number
of women entering the accounting
profession has greatly increased.
Several research studies have
investigated the abilities, personality
traits and goal-orientation of women
accountants as compared with men.
At the collegiate level, Weston and
Matoney [1976] reported a significant
proportion of women elect to major in
accounting. Fraser, Lytle and Stolle
reported the abilities and personality
traits of women accounting students at
Texas A & M University. They found
that the academic performance of
women accounting majors in under
graduate accounting courses to be
somewhat better than the performance
of men. Further they reported that
women accounting students generally
had high endurance and high needs
for achievement [Fraser, Lytle and
Stolle, 1978, p. 21 ]; these two traits are
apparently desirable qualities for
professional accountants. In 1982,
Cumpstone, Dixon and Taylor reported
a comparison of the managerial
abilities of female and male accounting
majors in the School of Management
Studies at the University of Waikato in
New Zealand and their respective
attitudes toward the profession. They
concluded that there was no significant
26/The Woman CPA. April, 1985

difference between these two groups
with respect to managerial ability and
that female accounting students held
a quite positive attitude toward the
profession [Cumpstone, Dixon and
Taylor, 1982, p. 11].
Concerning women accountants in
the work environment, Barcelona,
Lelievre and Lelievre [1975] found that
women CPA were as achievementoriented as were their male
counterparts. Johnson and Dierks
[1982] reporting upon a sample of
women accountants in the Dallas-Fort
Worth area concluded that there was
no difference between female and
male accountants ’ personalities;
however, female accountants in
industrial positions were more humble,
serious and trusting than women in
public accounting positions.
Two comprehensive studies by
Jancura in 1973 and 1976 set up the
profiles of the woman CPA and woman
accountant respectively. The profiles
emerged from these surveys are the
ones of successful, career-oriented
individuals [Jancura, 1974, 1977].

Purpose of the Study
The research cited above reveals a
number of studies focusing on
personality
traits
of
women

A random sample of 1,500
management accountants was
selected from the general membership
roster of the National Association of
Accountants (NAA). The sample
consists of 245 (16.34%) female
accountants and 1,255 (83.66%) male
accountants. With a membership
roster of 95,000 in 1984 and consisting
of accountants in industry, public
accounting, government and teaching
profession, we think that there is no
reason not to believe that the
population where our sample was
drawn represents a broad section of
management accountants available;
however, bias could exist since many
management accountants do not
belong to the NAA.
In total, 509 questionnaires were
returned which represents approxi
mately 34.0% of the sample surveyed.
Among 509 returned questionnaires,
87 were from women respondents, 407
from male respondents and 15 were
unusable because the respondents did
not identify their sex. The composition
of female and male respondents is
very close to that of the sample (17.7%
and 83.3% respectively).

Personal Characteristics
Personal characteristics gathered
from the questionnaires consist of data
on education, work experience and
professional certification.
Age level. Table 1 shows the
distribution of respondents by age.
Women MAs are relatively young in
comparison
with
their
male

counterparts. While more than half
(58.6%) of women MAs in the sample
are younger than 35, only 36.8% of the
male MAs fall into this range.1
In general, management accoun
tants in the sample are relatively
young. Their ages cluster most heavily
in the 30s which is consistent with
Landers’ study [Lander et al., 1983, p.
12]. In comparison with Jancura’s
1976 study, women MAs today appear
to be younger [Jancura, 1977, p. 10].
While approximately 47% of the
women accountants in Jancura’s study
were younger than 35, in this study the
number of women MAs under 35 is
nearly 60%. One of the factors that
cause this difference is the increasing
number of young women graduates
who have recently entered the
profession.
Formal Education. In general,
women MAs in the sample are welleducated. Only 11.5% of the
respondents reported not having a
bachelor’s degree, 64.4% having a
bachelors’ degree and 24.1% having
a master’s degree (Table 2-A). In
comparison with their male co
workers, the level of education of
women MAs is quite comparable.
65.6% and 29.2% of male MAs in the
sample have bachelor degrees and
masters degrees respectively. The
most popular undergraduate major is
accounting. Compared to Jancura’s
findings, the level of education of
women accountants has greatly
improved. In 1976, only 65.5% of
women accountants had a bachelor’s
degree or higher. [Jancura, 1977, p.
10]. In our sample, the percentage is
88.5%.
Cross-tabulation (Table 2-B) shows
that the majority of women MAs in the
sample that have high education are
relatively young. (63.7% of those who
have bachelors or higher are younger
than 35.)
Work Experience. Table 3 shows
that women MAs have less accounting
experience than male MAs. While only
17.2% of male MAs have less than 5
years of experience, 44.9% of women
MAs fall in this range. There is also a
significant difference in the upper
ranges. Only 8% of women MAs have
more than 15 years of experience. The
mean years of experience of women
MAs is only 8.1 in comparison with
14.8 for men.2 Two possible causes
may be attributed to the discrepancy
in work experience between the two
groups. First, the discrepancy in work

TABLE 1
Age Distribution of Management Accountants
Age
Younger than 25
25 to 34
35 to 44
45 to 54
55 or older

Female MAs
6.9%
51.7%
27.6%
9.2%
4.6%

Male MAs
1.7%
35.1%
33.4%
17.4%
12.4%

100.0%

100.0%

N = (87)

N = (407)

TABLE 2-A
Formal Education of Management Accountants
Degree

Female MAs

No bachelor’s degree
Bachelor’s degree
Master’s degree
Higher than Master’s degree
No response

Male MAs

11.5%
64.4%
24.1%
0
0

4.4%
65.6%
29.2%
.2%
.6%

100.0%

100.0%

TABLE 2-B
Relationship between Age and Level of Education for Women MAs
Level of Education
No Bachelor’s
Bachelor’s degree
degree
or higher

Age

Younger than 25
25 to 34
35 to 44
45 to 54
55 or older

0%
20.0%
40.0%
20.0%
20.0%

7.7%
56.0%
26.0%
7.7%
2.6%

100.0%
N = (10)

100.0%
N = (77)

TABLE 3
Work Experience of Management Accountants
Work Experience
less than 5 years
5 to 10 years
11 to 15
16 to 20
21 to 25
26 to 30
More than 30

Female MAs

Male MAs

44.9%
28.7%
18.4%
2.3%
4.6%
1.1%
0.0%

17.2%
27.0%
19.4%
11.3%
9.1%
7.6%
8.4%

100.0%

100.0%
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TABLE 4
Professional Certificates Held by Management Accountants
Professional Certificates

Male MAs

Female MAs

None
CPA
CMA
CIA
Other Certificates

63.2%
29.9%
5.7%
0.0%
5.7%

52.6%
40.0%
4.9%
2.5%
4.4%

104.5%

104.4%

Note: The column totals are greater than 100% because some respondents
reported having more than one professional certificate.

TABLE 5
A — Distribution of Respondents by Type of Organization and Sex
Type of Organization

Female MAs

Manufacturing
Services
Financial
Non-Profit
Others

Male MAs

36.0%
39.5%
14.0%
10.5%
0.0%

43.4%
40.0%
9.4%
5.5%
1.7%

100.0%

100.0%

Job-Related Characteristics

B — Distribution of Respondents by Size of Organizations and Sex
Female MAs

Size of Organization

Small (annual revenues less
than 24 million dollars)
Medium (annual revenues between
24 and 160 million dollars)
Large (annual revenues above
160 million dollars)

Male MAs
37.3%

40.3%
24.1%

30.1%

35.6%

32.6%

100.0%

100.0%

TABLE 6
Areas of Specialization of Management Accountants
Areas of Specialization
Data generation and reporting
Analysis
Audit
Planning
Others

experience between the two groups
may reflect the fact that many women
accountants leave employment to
marry and raise a family. Second, the
recent entering of women into the
accounting profession may be one of
the factors that cause the difference in
work experience between the two
groups. Further research is needed to
28/The Woman CPA, April, 1985

Female MAs

Male MAs

44.8%
40.2%
19.5%
13.8%
13.8%

48.2%
31.2%
17.0%
25.1%
15.7%

determine
difference.

the

causes

Professional Certification. In
general, more than half of the manage
ment accountants surveyed do not
have a professional certificate. 63.2%
of women MAs and 52.6% of male
MAs reported not holding any profes
sional certificate (Table 4). Among the
professional certificates held by
women MAs the Certified Public Ac
countant (CPA) certificate dominates
with a 29.9%; only 5.7% of women
MAs reported having the Certificate in
Management Accounting (CMA). A
similar pattern was found among the
male MAs. This confirm’s Lander’s
finding related to the negative percep
tion of management accountants
toward professional certificates. Many
respondents in Lander’s study did not
think that professional certificates are
important in their profession [Lander et
al., 1983, p. 19].

of

this

As a group, the average years of
experience of management accoun
tants is 13.4 with 50.1% having 10
years or less accounting experience.
This finding is consistent with Lander’s
in 1981 [Lander et al., 1983, p. 14].

Type and Size of Organization.
Table 5-A shows that the majority of
women MAs work in the manufactur
ing or service industry (36% and
39.5% respectively). A slightly reverse
pattern was found among male
respondents (43.4% in manufacturing
and 40% in service industry). Only
24.5% of women MAs and 14.9% of
male MAs work in financial institutions
or in non-profit organizations.
The distribution of women MAs
among small, medium and large firms
is fairly even (Table 5-B). 40.3% work
in small firms, 35.6% in large firms and
24.1% in medium firms. A similar
distribution was found among the male
MAs with 37.3%, 32.6% and 30.1%
respectively.
Specialization. The pattern of
specialization is almost the same for
both groups (Table 6). Data generation
and reporting is the most common
specialty, followed by analysis.
However, there is a slight difference
between female and male MAs in the
area of auditing and planning, the
percentage of women MAs engaging
in audit is higher than males (19.5%
vs. 17%) and the percentage of male
MAs engaging in planning is higher
than females (25.1% vs. 13.8%).
Position. Table 7-A reveals that
more than half (54%) of women MAs
hold the lowest positions in the
organization (specialist or staff accoun
tant). Only 26.6% of male MAs work at
these positions. At the accounting

manager level, women MAs seem to
come up to their male counterparts
(20.7% vs. 22.8%). However, at the
top levels (Vice-President, Treasurer,
Controller), women MAs again fall
behind. Only 17.2% are Controllers or
Chief Accountants and 4.6% are Vice
Presidents or Treasurers. The percent
age of male MAs at these positions are
much higher (26.6% and 18.3%
respectively).3
The above finding can be explained
by the relatively new participation of
women into the profession. However,
during a short period of time, women
MAs have successfully moved up the
organizational ladder, 42.5% of them
now hold a managerial position.
Cross-tabulation (Table 7-B) shows
that most women MAs at the
managerial positions work in small
sized organizations (100% of vice
presidents, 60% of controllers and
52.6% of accounting managers work
in small firms).
Supervisory Responsibility. Ac
cording to Table 8, 37.9% of women
MAs have no supervisory responsibility
and 49.5% supervise 10 people or
fewer. The median number of people
supervised is 2 and the mean is 8-9.
In comparison with the male MAs, the
latter appear to have more people to
supervise with a median of 5 and a
mean of 13.
This finding is consistent with the
findings in the previous section; there
is a relatively smaller number of
women MAs at the managerial posi
tions than males and the majority of
women MAs at the managerial levels
work in small firms.
Compensation. In general, women
MAs’ salary is much lower in com
parison with their male counterparts
(Table 9). While only 29.8% of male
MAs earn less than $30,000 a year,
71% of women MAs’ salary falls into
this range. The compensation of the
female group clusters in the $20,000
to $30,000 range while that of the
males clusters in the $30,000 to
$40,000 range.
Interestingly, while the male MAs’
compensation spreads quite evenly on
all ranges except the lowest one, the
salary of women MAs clusters in the
three lowest ranges. At the two top
brackets ($40,000 to $50,000 and over
$50,000) the percentage of women is
only 7% while a sizable number of
male’s salary falls into these ranges
(39.7%).4

TABLE 7-A
Distribution of Management Accountants by Positions
Positions
Vice Presidents or Treasurers
Controllers or Chief Accountants
Accountant Managers
Specialists
Staff Accountants
Others

Female MAs
4.6%
17.2%
20.7%
26.4%
27.6%
3.5%

Male MAs
18.3%
26.6%
22.8%
18.0%
8.6%
5.7%

100.0%

100.0%

TABLE 7-B
Women Management Accountants: Organization Sizes and Positions
Positions

Organization
Sizes

Vice
Presidents
or
Treasurers

Controllers
or
Chief
Accountants

Accountant
Managers

Specialists

Staff
Accountants

Small
Medium
Large

100.0%
0.0%
0.0%

60.0%
33.3%
6.7%

52.6%
21.1%
26.3%

26.1%
34.8%
39.1%

20.8%
16.7%
62.5%

Total

100.0%
(4)

100.0%
(15)

100.0%
(19)

100.0%
(23)

100.0%
(24)

Note: Two respondents did not answer the question on organization size.

TABLE 8
Supervisory Responsibility of Management Accountants
Supervision
None
1 to 10
11 to 20
More than 20

Female MAs
37.9%
49.5%
8.0%
4.6%

Male MAs
13.0%
61.0%
13.7%
12.3%

100.0%

100.0%

TABLE 9
Salary
Salary
Less than 20,000
20,000-29,999
30,000-39,999
40,000-49,999
50,000 or over

Female MAs
14.0%
57.0%
22.0%
3.5%
3.5%

Male MAs
3.1%
26.7%
30.5%
16.3%
23.4%

100.0%

100.0%
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The above finding, however, is not
surprising. It may be due to the fact
that women MAs are relatively new in
the profession and hold low positions
in the organization as disclosed in the
previous sections. This result should
not be viewed as evidence of sex
discrimination against women MAs
since our statistical analysis did not
control for factors of experience, age,
professional certification or super
visory responsibilities. Further
research is needed to examine the
issue of sex discrimination.

Conclusions
Based on the results of our survey,
we can draw the following conclusions:
The women MAs surveyed are
relatively young and well-educated.
Most of them are in the 25-35 yearsof-age range and are college
graduates trained in accounting. They
mainly work in either the manufactur
ing or service industry at the staff ac
countant or specialist levels with a
salary less than $30,000 per year.
However, women MAs seem to be
entering the managerial levels. Many
of them (42.5%) are now holding a
managerial position.
In comparison with their male
counterparts, women MAs seem to
catch up to them in many aspects —
formal education, professional cer
tification and specialization. However,
women MAs are relatively younger,
have less work experience, hold lower
positions, and get lower compensation
than male MAs.
While the relatively recent penetra
tion of women into the profession may
account for the first two factors (age
and work experience discrepancies),
another cause may be attributed to the
last two factors (low position and low
compensation) — sex discrimination.
Further research should be done on
this aspect.
The findings of this study are very
encouraging to women MAs. They
have every reason to be proud of their
educational
and
professional
background and specifically their suc
cess in moving up the organizational
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hierarchy in a relatively short period of
time. If sex is not really an impediment,
with time the number of women MAs
at the top managerial positions is ex
pected to increase.Ω

NOTES
1The student’s t-test was used to test the
significance of the difference between the means
age of the two groups. A t statistic of 4.18 and
a Z score of 2.576 indicate that the null
hypothesis is rejected at .01 level of significance.
It can be concluded that the average ages of
female accountants and male accountants are
significantly different.
2With a t statistic of 6.37 and a Z score of
2.576, the null hypothesis was rejected at .01
level of significance. The difference between the
mean years of experience of the two groups is
statistically significant.
3Here again, the t-test proves that there is a
significant difference between the means posi
tion of female accountants and male accoun
tants with a t statistic of 4.71 and a Z of 2.576
at .01 level of significance.
4The discrepancy between the means salary
of male and female accountants is statistically
significant with a t statistic of 6.51 and a Z score
of 2.576 at .01 level of significance.
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Computer Literacy
of Entering
Professionals:
Some Roadblocks

Computer Use In Accounting
Programs

Editor:
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By Lanny M. Solomon and Frederick G. Davis

Colleges and universities have long
been praised for imparting business
knowledge and accounting expertise
upon their graduates — the source of
supply for public accounting firms,
government, and industry. Although
technically proficient, entering
professionals often lack computer
skills. Unable to raise the necessary
funding, numerous schools have fallen
behind in exposing students to
computers. Monies are needed to
upgrade inadequate facilities and to
increase computer-oriented faculty
sizes. At many universities, for
example, students must wait several
hours to use a computer terminal for
only a few moments. In addition,
popular computer classes often fill up
quickly, forcing students to either
bypass the course entirely or perhaps
delay graduation. And to complicate
matters, the use of the computer is
most often taught in isolated courses;
few attempts are made to integrate
computer applications into traditional
subjects.
According to a recent article that
appeared in The Wall Street Journal,1
schools must spend vast sums of
32/The Woman CPA, April, 1985

computer knowledge and expertise,
some outside financial help and
pressure is needed from public
accounting firms and industry. Further,
if computer activities are going to be
integrated into financial management
and reporting courses, colleges and
universities should reconsider their
personnel evaluation practices.
Designing appropriate classroom
problems (or integrating existing
software) requires creativity and time.
These endeavors should be given
increased recognition in the evaluation
process, to be competitive with the
heavily emphasized activities of
research and publication.

money to keep up with student
demand for computer capacity. Vast
sums are indeed being spent —
approximately $1.3 billion per year
according to the latest estimates. But
the majority of this amount is incurred
for administrative work, leaving little for
purposes of instruction and research.
Specifically, amounts allocated to
academic computer work average
about $20 per student per year, only
one-third of the outlay recommended
by the president’s Science Advisory
Council in a 1967 report.2
The preceding figures reflect
different types of institutions and are
campus-wide. Often, at many
universities, professional schools
seem to fair better financially and have
superior facilities than their arts,
humanities, and science counterparts.
Does this mean that business schools
and accounting departments have
adequate resources and are doing an
acceptable job in producing graduates
who are computer literate? While this
issue is difficult to answer, the
following is apparent. If the accounting
profession
expects
incoming
professionals to possess adequate

The authors recently completed an
extensive mail survey of accounting
programs. Questionnaires were mailed
to 217 schools that have accredited
undergraduate business programs by
the American Assembly of Collegiate
Schools of Business (AACSB). A total
of 84 usable responses was received,
representing a usable response rate of
38.7 percent. Respondents included
10 schools of accounting, one of which
was organized separate from the
college of business.
An analysis of the questionnaires
revealed that 191 faculty members, or
16.8 percent of the total faculty
represented, were presently using the
computer in the classroom. This figure
is surprisingly low. Current AACSB
accreditation
standards
(and
enforcement), when compared against
standards of the past, stress heavier
computer usage in accounting
programs. In addition, hardware costs
have decreased dramatically over the
past ten years. One would logically
assume that low-cost microcomputers
and relevant accompanying software
(such as electronic worksheets and tax
planning packages) would readily find
their way into the educational process.

Roadblocks Are Encountered
Based on their own schools’
experience and conversations with
colleagues at other institutions, the
authors had a strong premonition that
usage rates would be fairly low.
Therefore, accounting chairpersons
were asked to evaluate several factors
that might inhibit more extensive
computer use in their programs. The
results were tallied with respect to
whether the respondent school used

computers in accounting courses (n =
69) or did not use computers (n = 15).
See Table 1.
A lack of time in accounting courses
was ranked as the most inhibiting
factor by both user schools and total
respondents. This problem is
understandable and continually
becomes more troublesome because
of new standards and regulations that
are enacted by the Financial
Accounting Standards Board, the
Auditing Standards Board, the
Securities and Exchange Commission,
and Congress. Most schools grapple
with these new pronouncements and
rulings by introducing additional topics
into courses that already contain more
material than can be adequately
covered in a semester or a quarter. It
is this very problem that has prompted
a number of schools to pursue fiveyear programs.
Another issue is the factor that was
ranked second by user schools and all
respondents combined: a lack of facul
ty interest and/or time caused by
publication, research, and other
tenure/promotion
earning
re
quirements. Computer applications
often demand considerable faculty in
volvement; even using the simplest of
canned programs can be a complex
undertaking. Unfortunately, at most in
stitutions, creative teaching applica
tions count little or none in the reward
system (i.e., tenure, promotion, and
salary decisions). Actually, classroom
computer exercises are viewed
negatively by some administrators
because valuable research time is be
ing allocated to other “less produc
tive’’ activities. Given this blunt reali
ty, many faculty members are satisfied
with “just getting by” in the classroom
and devoting their efforts to more pro
fitable (and career furthering)
endeavors.
Another factor that ranked high in
terms of limiting computer use was a
lack of qualified faculty. Lack of com
puter literacy is an accounting faculty
problem that must be addressed
before the computer literacy of ac
counting majors can be improved. All
the factors mentioned thus far,
especially the perceived lack of con
sideration in the reward system, con
tribute to the failure of faculty to
upgrade their computer skills. Faculty
who use the computer extensively tend
to be those at the junior ranks. These
individuals generally have received

heavier exposure to computers than
senior faculty via fairly recent practical
experience and the use of computeriz
ed statistical packages in graduate
work. Regrettably, a substantial in
crease in the number of qualified facul
ty is not likely to occur in the near
future. The demand for holders of the
Ph.D. far outstrips the supply. Further
more, potential professors are fre
quently lured away from academia by
attractive compensation packages of
fered by public accounting firms and
industry.
The last factor to be explored is the
lack of necessary computer facilities
and/or computer time (ranked as most
inhibiting by nonuser schools and
fourth overall). Many schools are short
on funds and are unable to obtain
needed hardware and software. This
problem is a direct outgrowth of
dwindling enrollments at some institu
tions and, sometimes, a lack of
economic support for higher learning
by state legislatures. To overcome
these problems a number of univer
sities have relied on external monies.
During the past two to three years,
nearly 37 percent of the respondents
have secured and used outside gifts

and grants for data processing equip
ment and support. Interestingly, this
figure jumps to 70 percent for those
programs that have organized profes
sional schools of accounting. For those
institutions disclosing the funding ob
tained, the amounts have ranged from
a low of $2,000 to a high of $100,000.
The overall average was close to
$14,000. Deleting the one school that
reported $100,000 (definitely an ex
treme), the average drops to approx
imately $9,200.

Reflections About The Future
Although utilization rates are lower
than one might like and funding pro
blems often cloud the picture, the
future for computer use is promising.
Most schools anticipate a vast in
crease in usage in the near future.
Educators recognize that there is a
much greater emphasis now than in
the past for accounting majors to gain
some computer proficiency. Further
more, entering freshmen tend to have
more computer skills and interest than
their counterparts of a few years ago.
These facts, coupled with added facul
ty expertise gained from the acquisi
tion and use of their own personal

TABLE 1
Rankings of Factors Inhibiting More Extensive
Computer Use in Accounting Instruction
(1 = Most Inhibiting)
User
School
Rankings

Nonuser
Combined
School
Rankings Rankings

Lack of time in most accounting
courses for computer applications.

1

2

1

Lack of faculty interest/time caused
by publication, research, and other
tenure/promotion earning requirements.

2

4

2

Lack of qualified faculty.

2

6

3

Lack of necessary computer
facilities and/or computer time.

4

1

4

Lack of necessary funds (budget
squeeze).

5

3

5

6

5

6

7

7

7

Belief that students have enough
trouble learning accounting let
alone the basics as to how a
computer operates. As such,
demonstration of what the computer
is capable of doing should be left
to a separate data processing
course.
Lack of belief in the computer as
an effective instructional tool.
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micros, present evidence for a brighter
tomorrow. Several schools have even
gone so far as to require incoming
students to purchase microprocessors,
with the accompanying cost incor
porated in tuition fees.
Still, the computer environment as
related to accounting education must
change. The factors inhibiting more ex
tensive computer use are likely to re
main in some degree for most schools
during the next few years. The need for
computer literacy and computer ac
counting applications will continue to
compete with an already overcrowded
curriculum for classroom time. And,
the lack of qualified faculty and ex
cessive pressures at many institutions
to publish or perish are troublesome
and not likely to improve substantial
ly. As Nelson notes, there are signifi
cant disincentives for an individual to
pursue a Ph.D. and a teaching career
in accounting.3 The salaries of
academic accountants are not much
higher than those of other faculty in the
business school; yet accounting pro
fessors have the same demands
placed on them plus certification, con
tinuing education, practical experience
requirements, and a rapidly changing,
34/The Woman CPA, April, 1985

rule-oriented discipline. These “ex
tras” typically leave a faculty member
with minimal time, if any, for innovative
classroom (e.g. computer) applica
tions.
Concerned accounting educators
are addressing each of the inhibiting
factors aggressively;
however
assistance from practicing account
ants is needed. Assistance can be pro
vided by informing university ad
ministrators of the problem, advising
faculty on curriculum, sharing com
puter expertise and software, and fun
ding. University administrators regular
ly receive competing requests from
faculty, but rarely hear from the ex
ecutives of accounting firms or in
dustry. Individually or through advisory
councils, practitioners can influence
the allocation of funds4 and the facul
ty reward system by discussing with
the administrators their concerns and
expectations for accounting graduates.
Educators need to be informed about
the manner in which specific computer
applications are being incorporated in
to the daily work of accountants. Fur
thermore, educators need advice on
how such applications might fit into ex
isting accounting courses. Many public
accounting firms and larger companies
have developed training programs that
could be utilized to upgrade faculty
computer skills. Training aids and ac
counting application software that
have classroom potential need to be
shared with academics. And finally,

Lanny M. Solomon, Ph.D., CMA, is
associate professor of accounting at
the University of Texas at Arlington. He
has a Ph.D. in accounting and informa
tion systems from Case Western
Reserve University, has published in
numerous professional journals and is
a member of the AAA and the Institute
of Management Accounting.

additional outside funding is required
for purchasing hardware and software,
for computer training, and for course
development. Such monies could be
obtained by restricted gifts, along with
further involvement in matching pro
grams of alumni contributions.
To conclude, computer literacy of
entering professionals is a significant
issue facing educators across the
country. The computer is here to stay
and accounting graduates entering
public accounting and industry must
be familiar with its intricacies, opera
tion, and application potential. In view
of the personnel and monetary pro
blems faced by many institutions of
higher learning, some outside help is
needed. Practitioners and executives
must work closely with educators to
assure that accounting programs are
contemporary and relevant and main
tain pace with society and technology.
A failure to do so will seriously hamper
professional education and accounting
itself. Ω

NOTES
1See Carolyn Phillips, “Universities in U.S.
Are Losing Ground in Computer Education,” The
Wall Street Journal, January 14, 1983, pp. 1,15.
2Ibid., p. 15.
3A. Tom Nelson, “Accounting Education’s
Coming Crisis,” Journal of Accountancy, April,
1983, pp. 70-74, 76, 78, 80.
4ln some cases, accounting departments
receive fewer funds than earned because of the
need to supplement other, less profitable areas
of the university, for example, humanities and
liberal arts.
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Robert Half’s Success Guide
For Accountants
“Accounting for your future is your
most important accounting function,’’
states Robert Half in his latest book,
Robert Half’s Success Guide For
Accountants.
Opportunities for accountants are in
creasing, and especially for women,
Half says. Major corporations are
becoming more aware of the need for
financial planning and are relying on
accounting personnel as well as public
accounting firms in key decision mak
ing. Many corporations are selecting
chief executive officers with accoun
ting backgrounds.
Despite the growing demand for ac
countants, surveys published over the
past several years indicate that ac
countants as a group are less than
satisfied with many aspects of their
jobs. Salaries, working conditions, and
lack of recognition appear to be areas
of least satisfaction.
Robert Half’s Success Guide For Ac
countants is aimed at guiding accoun
tants to fuller utilization of capabilities
and to self-fulfillment. Most accoun
tants are not lacking in technical skills
or knowledge, asserts Half. What is
sometimes lacking is the ability, or
desire, to direct skills toward a
predetermined goal. In Chapter Two
the reader has opportunity to deter
mine desire for success by answering
a 20-question self-test.
The successful accountant should
be perceived as an authority, and Half
believes one of the best ways to
become an authority is to read. To be
effective an authority must be able to
communicate. And it is in the percep
tion of accountants as communicators
that a problem appears. In a study con
ducted by Burke Research especially

for Robert Half’s Success Guide For
Accountants, it was found that 45 per
cent of the CPA partners interviewed
believe accountants have good com
munication skills. However, only 14
percent of corporate personnel direc
tors and six percent of top corporate
managers rated accountants as good
communicators. Many accountants in
dicated that weaknesses in com
munication skills were interfering with
their career growth. Unfortunately,
most accounting schools do not in
clude communication courses in the
accounting curriculum.
Half believes that communication
skills are easily learned if one makes
the commitment. He advises enrolling
in speaking and writing courses and
seminars. The Burke Research survey
reported that 96 percent of CPA part
ners, 94 percent of chief financial of
ficers, and 100 percent of top cor
porate management felt that accoun
tants could get ahead faster if they
were more proficient in com
municating. Interesting highlights of
this survey are included in a fourteenpage appendix to Half’s book.
Goals should be reevaluated
throughout one’s career. Determine
what you want from your career, what
you’re willing to do in order to achieve
your goals, and whether you have, or
can develop, the necessary skills and
personal qualities. Half gets specific in
his suggestions on improving ap
pearance and giving attention to “lit
tle things’’ such as traveling first class,
design of business cards, stationery,
and the telephone answering machine.
The reader is encouraged to
establish success (however one may
choose to define it) as an important
goal and to organize a good portion of
one’s life towards that goal. Aim for
something. Keep the mind receptive at

all times to any idea that could be
helpful to a successful career. Be will
ing to put yourself on the line. And
when setting the goal, aim high.
Should you moonlight? Half
discusses moonlighting, how to ask for
a raise, making the right job move,
handling stress, and managing time ef
fectively. An entire chapter is devoted
to how to become a better manager,
and a self-test allows you to rate
yourself as a manager.
Half, founder of the world’s largest
recruiting organization for accoun
tants, writes with authority. Himself a
CPA, he draws from personal inter
views, case histories, surveys, and his
more than 35 years of experience in
recruiting to help guide accountants in
achieving career goals. He lays the
facts on the table in this enjoyable,
readable book.
“Brains, diligence, personality, and
appearance — use any one of these
properly and you’ll get along,’’ says
Half. “Use them all and you’ve got
power.”Ω
Gaylah R. Cantrell
Atlantic Union Conference
South Lancaster, MA
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The Woman CPA — 1980 and Beyond
Excerpts from a speech given at the charter
dinner of the Central Pennsylvania affiliate
of AWSCPA at Harrisburg, Pa., May 15,
1984.

By Mary A. Finan

I was asked to talk tonight about my
career as a CPA, a woman CPA, a
partner in Arthur Young. In deciding
how to approach this topic, I con
cluded it would be more beneficial to
you to hear about women CPA’s in
general and commentary on their
future potential in the accounting
profession.
The November 1983 issue of Work
ing Woman Magazine ran an article
called, “One Percent of the Big Eight.”
The writer, Carole Gould, a lawyer,
estimates that only one percent of part
ners in the so-called “Big Eight” ac
counting firms are women.
Hearing those statistics, does it or
should it matter to you who are in or
are involved with the accounting pro
fession what percentage of the “Big
Eight” accounting firms’ partners are
women? The answer is yes and no.
Yes, if it gives you a clue as to your
chances to make it to the top. No, if
you evaluate the percentage as near
ly meaningless — or no longer
material, as we accountants say.
First of all, let’s set the record
straight. While the Declaration of In
dependence reminded England that all
men are created equal, it never men
tioned a word about CPA firms. My
firm, Arthur Young, may not be the
largest of the “Big Eight,” but many
consider it the most progressive — at
least in the advancement of women.
Fifteen of our 700-plus partners are
women. That’s two percent — or twice
as high as the average.
Except for philosophy even that
number is immaterial. Here’s why. It’s
a new world out there. Accounting
firms, as such, are not much older than
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this century. Most, if not all, the large
ones are based on English and Scot
tish traditions. And with those conser
vative Scotch-English traditions, is it
any reason to wonder why there are so
few women partners? But, as I said,
it’s a new world out there. And by new,
I mean new. First of all, the supply and
need for accounting graduates has
more than tripled in just the past ten
years. There were around 20,000
graduates in 1970 and almost 60,000
in 1982. This June, we expect to see
about 62,000 graduates. Accounting
firms, as usual will take about 30
percent.
Those who follow these things at the
American Institute of Certified Public
Accountants say that growth will con
tinue. But the percentage of increase
is leveling off. That means there will
not be the nearly geometric increase
in accounting graduates the profession
has been counting on to fill its re
quirements. Not only in public ac
counting firms, but in private industry
and government, as well. And that
means the accounting firms are going
to have to compete even more avidly
for the better recruits.
Lucky for recent college graduates
and current accounting students —
and particularly lucky for women
students. For women have been join
ing CPA firms in greater and greater
numbers. As the AICPA’s James
MacNeil observes: “The highest
growth rate, over the years, is in the
number of women who have joined
what was once strictly a male
preserve.” The Institute’s Director of
Relations with Educators, Dr. MacNeil,
has been running these annual

surveys for a number of years. His
1984 survey shows that 46 percent of
the graduates and 40 percent of those
entering public accounting will be
women this year. That’s just about
quadruple what it was a decade ago.
When I joined Arthur Young, I was
one of the chosen few. By 1975, 11
percent of the recruits were women.
Last year, fully 43 percent of all the
recruits were female. And, though cur
rently only 2 percent of the partners
are women, you might be interested to
know that 11 percent of our manage
ment group — what we call PPM’s —
partners, principals and managers —
are women.
Think what this means. Ten years
ago, 11 percent of the recruits were
women. Today, 11 percent of the
managerial group are women. It takes
about five years to move up to
manager, another three to five to make
principal, and an additional two to
three to be one of the 10 percent to be
selected as a partner. As more and
more of the professional staff is made
up of women, this will be reflected in
the partnership when they have put in
their time and earned this honor. I
believe that a woman who
demonstrates her professionalism and
her ability to deal with clients has every
bit as good a chance to make partner
as any man does.

You might ask what woman has
these qualities and has the ability to
demonstrate them to those that count.
Well, I can’t say for sure — however,
about a year ago the AWSCPA
surveyed women who had reached the
top at the “Big Nine” firms. From the
69 women partners, who responded to
the survey, it was found that “ the ma
jority are life-long over-achievers who
come from stable and supportive
families.” The group also found that
these partners reach that status at an
average age of 33, and that the majori
ty are married with no children.
Their overall college grade point
average was 3.48, with a 3.63 grade
point in their major. These women
achieved those grades despite the fact
that 75 percent of them worked while
attending school. Furthermore,
although generally only 30 percent of
the applicants usually pass the CPA
exam the first time, nearly 53 percent
of these women did. And almost 28
percent of the rest passed it the sec
ond time.

Nearly three-quarters of the women
are married, only one-quarter have
ever been divorced, and about onethird have children.
Since I was Arthur Young’s first
woman partner who had come up
through the ranks, I had worked for the
firm 21 years before I made partner.
(This length of service is not the norm
for woman partners today.) I am mar
ried and have no children. There are
women partners at Arthur Young who
do have children. They all say that it
wasn’t easy, but they have combined
an accounting career with motherhood
and achieved partnership. How did
they do it? Well, each case was dif
ferent and probably each case was
handled differently depending on the
individual’s desires, and the needs of
the office where the individual was
located — Arthur Young presently has
no firm policy in this area.

For example, the head of tax opera
tions in our Chicago office was so anx
ious to get a pregnant woman tax
manager back last year that he prom
ised to set up a nursery right there in
one of the empty offices.
In our New York office, we’ve tried
several different methods. Some work
two or three days per week in the of
fice and the rest at home. Of course,
that’s difficult to arrange for full-time
auditors, but can work effectively for
consultants. We have one woman in
our tax department who has had three
children since she joined the firm.
We’ve reduced her workload by about
one-fourth. Yet, this has not prevented
her from becoming a partner.
You might ask: “Is anyone looking
out for the woman CPA to see if she
can advance to partner in a CPA firm
or chief financial officer in a major cor
poration?” I think the answer to that
question is “yes.” Individual accoun
ting firms, where women represent 40
percent of each year’s hires, have to
be concerned that a significant percen
tage of these women stay with the firm
and advance to partnership. Major
firms are aware that the turnover rate
of women staff accountants is high and
are looking for ways to control it.

The American Institute of CPA’s is
also concerned with “women” in ac
counting. The AICPA Future Issues
Committee identified close to 100
issues of future concern to the profes
sion. Two of these issues specifically
relate to women — one was the “up

ward mobility of women” and the sec
ond was “role of women in CPA part
nerships, two career families, number
of hours, client relations, business
development.” From the numerous
issues listed in their report, the Future
Issues Committee selected some 14
for immediate consideration — one of
which was the “upward mobility of
women.” In their commentary of this
issue, they cite the need to strengthen
women’s advancement and express a
concern that many believe upward
mobility for women is more difficult
than for men, particularly admission to
partnership.

The report goes on to state that
women have risen to various levels in
accounting firms, but relatively few
have been admitted to partnership.
Within the past two decades, the
number of women entering the profes
sion has increased, and, as a conse
quence, the supply of qualified women
now nearly equals the supply of
qualified men. The next several years
will bring an increasing proportion of
women into the potential partner pool.
There is a high probability that women
will constitute more than half of the ac
counting profession within the next
twenty years.
Admission to partnership is affected
by many considerations, notably
technical, management, client relation
ship and practice development
abilities. There is no question about
women’s technical ability. But tradi
tional beliefs and attitudes regarding
other abilities raise questions. For ex
ample, are women at a competitive
disadvantage in comparison to men in
obtaining new audit clients and main
taining existing ones? Is there a
woman’s “network?” Moreover, some
partners may believe that men are
generally more dedicated than women
to a professional career.

The employee turnover rate in CPA
firms is greater for women than for
men, perhaps attributable in part to
personal frustration. One reason why
professional women find advancement
difficult may be society’s pressure on
women to be the center of family units,
including the role of child-bearer and
child-raiser. If a woman is to fulfill both
professional and family responsibilities
at the same time, she may need flex
ibility in her professional work — for ex
ample, flexible hours, flexible
workdays, or flexible locations.

The attitudes toward professional
women deserve deliberation. Are
males as willing and cooperative when
their manager is female? What are
men’s attitudes toward their profes
sional women colleagues?
Some practitioners think that the
issue does not exist; that it has already
been solved, that is, women will
become partners just as easily as men
if their qualifications are similar. On the
other hand, others believe that such an
attitude is part of the problem, indeed,
that it is the central problem.
Having thus summarized the issue,
the current initiatives suggested by the
Future Issues Committee as being
available to the profession to address
the issue are the following:
• The Institute should solicit more in
formation about success stories from
firms that have made unusual pro
gress in promoting women to the
partnership level.
• Top management of the Institute
could use a management-byobjectives approach to bring more
women in to work on committees,
programs and similar activities.
• The Institute could seek cooperation
of the American Woman’s Society of
CPA’s (AWSCPA) in formulating a
program that could enhance the up
ward mobility of women.
• The Institute could consider develop
ing counseling seminars for profes
sional women of CPA firms to assist
them in dealing with the problems
they may encounter.
I believe that each of these sugges
tions has merit.
There is room for women at the top
in each of the major disciplines within
accounting firms. Hopefully, some of
what I have said will help you become
part of the partner group. Ω

Mary A. Finan is a partner in Ar
thur Young & Company’s National
Office, where she serves as Direc
tor of SEC Practice. She received a
BS in Accounting from Fordham
University and attended Columbia
University’s Executive Program in
Business Administration. Mrs. Finan
is a member of the AICPA and
presently is chairperson of its Com
mittee on SEC Regulations. She is
a member of ASWA, AWSCPA and
is on the Advisory Board of the
Bureau of National Affairs, Security
Regulations and Law Report.
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